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INTERNATIONAL CARTEL POLICY* 


BERT F. HOSELITZ 


CARTELS AND COMMODITY AGREEMENTS 


past few years have seen the de- 

| velopment of an extensive litera- 
ture on international cartels. This 
literature was apparently provoked orig- 
inally by the discovery that certain car- 
tel agreements, especially mutual patent 
agreements between German and Ameri- 
can firms, severely impeded the Allied 
war effort. The nature and effects of car- 
tels were subsequently investigated by 
official bodies in the United States, Can- 
ada, and other countries, and these in- 
vestigations produced numerous detailed 
facts about the organization and activ- 
ities of international cartels. The official 
investigations were followed by a series 
of publications, based on careful research 
and analysis by economists and political 
scientists, making ample use of the mate- 
rials unearthed by governmental com- 
mittees and containing proposals for pub- 
lic policy and international action. The 
present paper presents an analysis, based 
upon findings and ideas previously pub- 
lished, of concrete policies which might 
be used by several countries jointly, or 


*The author gratefully acknowledges the assist- 
ance of the Yale Institute of International Studies 
in the preparation of this paper. 


by one country alone, to prevent or miti- 
gate the harmful effects of international 
cartels. 

A cartel is a combination of independ- 
ent firms or individuals which has as its 
aim some form of restrictive (monopolis- 
tic) influence on the production or sale 
of a commodity or group of commodities." 
In an international cartel the members to 
the agreement are located in different 
countries, with the activities of the cartel 
usually exercised in the world market or 
in a substantial part of it. Similar in their 
economic effects, but dissimilar in organ- 
ization, are international monopolies 
such as the International Business Ma- 
chines Company and the International 
Nickel Company. Since these organiza- 

* Although it is often claimed that the definition 
of cartels in the text is the generally accepted one, 
this is not so. Ervin Hexner, in his /nternational 
Cartels (Chapel Hill, N.C., 1945), devotes a whole 
chapter of twenty-four pages to a discussion of 
different definitions of cartels; his definition is both 
wider and weaker than the one in the text. J. A. 
De Haas, International Cartels in the Postwar W orld 
(“National Economic Problems,” No. 404 [New 
York: American Enterprise Association, 1944]), de- 
clares that cartels are agreements which “regulate 
competition among the members and between mem- 
bers and outsiders.” It is clear that an acceptance 
of this last definition would lead to quite different 
avenues of investigation from the one presented in 


this paper. 
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tions are not made up of independent 
units, all parts being organized in a com- 
plex system of the holding-company 
type, the individuality of the various 
units is lost. For this reason the internal 
struggle for advantage, which is always 
present within a cartel—however united 
it may appear on the surface—is absent. 
Also, the fact that such monopolies are 
legally unified organizations calls for 
somewhat different administrative meas- 
ures in dealing with them than with 
cartels. 

Governmental commodity agreements 
frequently have economic effects resem- 
bling those of cartels. Depending upon 
the character of the commodity under 
regulation, four types of governmental 
commodity agreements—three genuine 
and one “spurious’—can be distin- 
guished.? 

1. The controlled commodity may be 
one which, if freely used and distributed, 
would endanger the health or safety of 
the community. This would be the case 
with narcotics and other intoxicating 
drugs, armaments, fissionable materials, 
and similar types of commodities. In 
these instances government regulation is 
carried out in the course of execution of 
the state’s police powers. 

2. The controlled commodity may be 
one which is subject to excessive deple- 
tion when competitive exploitation is per- 
mitted. This is the case with certain 
marine resources, with fur-bearing ani- 
mals, and possibly also with forest and 
certain mineral resources in short supply. 

3. The most important type of genu- 
ine commodity agreements concerns 
chiefly agricultural commodities nor- 
mally produced by a large number of 

* The following classification is based in part on 
the discussioh of commodity agreements in Joseph S. 
Davis, “Experience under Intergovernmental Com- 


modity Agreements, 1902-45,”” Journal of Political 
Economy, LIV (June, 1946), 193-220. 


small farmers. Since, if unregulated, 
such commodities are subject to large and 
sudden price changes, and since exces- 
sive fluctuations of price and output in- 
volve serious hardships for a large mass 
of the agricultural population, a regular- 
ization of prices and output is eminently 
desirable. Because of the great number 
of interested producers (and consumers), 
governments must act as their represen- 
tatives in the conclusion of international 
agreements for the production and dis- 
tribution of the commodities in question. 

4. But in some cases government 
commodity agreements have not been 
concluded either in the exercise of the 
state’s police power, or to conserve re- 
sources, or to represent unorganized 
groups of small producers; such agree- 
ments, which we call “spurious,” closely 
approach international cartel agreements 
and should be treated as such. Instances 
of this latter type of government agree- 
ment, which is really a governmental 
cloak for a cartel, are the International 
Rubber Regulation Agreement of 1934 
and the International Tea Exports Regu- 
lation Scheme of 1933, in which the gov- 
ernments acted chiefly in the interests of 
several large producers; and the cartel 
agreements of the German-French alkali 
syndicate concluded by government- 
owned corporations.’ True, genuine com- 
modity agreements often produce effects 


3 Professor Davis (ibid.) is chiefly interested in 
the degrees of success of the various forms of 
commodity agreements. He finds that, apart from 
some instances of commodity agreements of types 
rand 2, the most stable and successful ones have been 
the “spurious” agreements. The greater relative 
success of these cartel-like control schemes seems 
attributable to the ease with which entry on the 
part of small producers can be restrained. Cf. V. D. 
Wickizer, Tea under International Regulation 
(Stanford University, Calif., 1944), pp. 92 and 132, 
and also Davis (0. cit., p. 198), who gives as one 
objective of the rubber control scheme the aim “‘to 
hold in check the gradual encroachment of lower- 
cost native producers.” 
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—in the form of restriction of output and 
raising of prices to consumers—similar to 
those of cartels. But the advantages of 
conserving scarce resources or of stabiliz- 
ing production and prices of commodi- 
ties, upon the sale of which the welfare of 
large groups of the population of certain 
countries is dependent, may often out- 
weigh the disadvantages. On the other 
hand, cartels, whether created by purely 
private agreement or under the guise of 
governmental commodity agreements, 
primarily seek to raise or maintain pres- 
ent or future profits of the participating 
firms regardless of their production costs, 
even though stabilization of output and 
prices is ‘frequently, and even conserva- 
tion of resources occasionally, a by-prod- 
uct of such cartel agreements. 

The difference between a genuine car- 
tel agreement and a commodity control 
scheme therefore lies in the primary pur- 
pose, the nature of the commodity, and 
the type of producers affected rather than 
in the official form under which the con- 
trol is set up or in its precise economic ef- 
fects. This distinction is an important 
factor in the formation of cartel policy. 
Actions taken by governments in regula- 
tion of purely private agreements may 
take other forms than those directed to- 
ward regulating agreements to which 
government-owned enterprises are par- 
ties. But it should be plain that any pol- 
icy devised to regulate or curb interna- 
tional private cartels will be doomed to 
failure if governments themselves enter 


4 The cartel character of certain types of inter- 
governmental commodity agreements has created 
some terminological confusion. Thus, in his testi- 
mony before the Temporary National Economic 
Committee on January 15, 1940, Professor T. J. 
Kreps testified that governments were occasionally 
cartel partners. He specifically mentioned the Inter- 
national Rubber Regulation Agreement of May 7, 
1934, as an instance of such a “government cartel” 
(cf. U.S. Senate, T.N.E.C. Hearings (Washington, 
D.C., 1940], Part 25, p. 13065). 


into activities which have economic ef- 
fects identical with those of cartels.‘ 


CARTELS AND COMMERCIAL POLICY 


Since the primary economic purpose 
of international cartels is to create some 
form of monopolistic market control, 
they will be successful only if the part- 
ners of the cartel enjoy a high degree of 
monopolistic control in their domestic 
markets. In industries composed of a 
few dominant firms in each country, a 
direct agreement between those firms en- 
joying substantial monopoly power with- 
in their national sphere is easy. In other 
industries, where many small firms com- 
pete, cartelization on an international 
scale is possible only through the inter- 
mediary of trade organizations or similar 
agencies; through the intervention of 
governments, such as in the rubber, tin, 
and tea cartels; or through the setting-up 
of special organizations such as the 
Webb-Pomerene associations or the Jap- 
anese export guilds.° 

If it is true that, in the majority of 
cases, international cartels are formed 
through agreements of organizations 
which have a monopolistic or near- 
monopolistic position in the domestic 
market, it appears that the same forces 
which facilitate domestic monopoliza- 
tion operate in favor of international 
cartels. Measures designed to combat or 
dissolve domestic monopolies will have 
similar unfavorable effects on the per- 


s A discussion of the difficulties in distinguishing 
between cartels and government commodity control 
schemes and an analysis of the genuine character- 
istics of government commodity control schemes are 
presented in Bernard F. Haley, “The Relation be- 
tween Cartel Policy and Commodity Agreement 
Policy,” American Economic Review, XXXVI 
(May, 1946), 717-34. 

* Cf. K. Fujita, “Cartels and Conflicts,” Journal 
of the Osaka University of Commerce, No. III (De- 
cember, 1936), pp. 65-109; and E. B. Schumpeter 
et al., The Industrialization of Japan and Manchu- 
kuo, 1930-1940 (New York), pp. 755-60. 
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manence and stability of international 
cartels. As a corollary to this observa- 
tion, economic policies which make at- 
tractive various forms of restrictionism, 
public or private, will provide a stimu- 
lating atmosphere for the development of 
cartels. The cartel problem thus becomes 
a secondary problem in the field of eco- 
nomic policy and international econom- 
ic relations, subordinated to that of the 
permanent attainment of high levels of 
production and trade. In fact, if a high 
level of employment can be attained and 
maintained in the major countries, the 
cartel problem will lose much of its im- 
portance. Cartels have been very attrac- 
tive to producers in industries which 
showed a tendency to relative overpro- 
duction or overinvestment. It is clear, 
therefore, that a high level of employ- 
ment and a continuous high demand for 
goods and services would go a long way 
toward easing the pressure favorable for 
the formation of cartels. 

Of paramount importance, in addition 
to the maintenance of a high level of em- 
ployment, are the establishment and 
maintenance of the freest possible inter- 
national trade. As long as cartelization is 
regarded (together with other restrictive 
practices) as a suitable instrument of na- 
tional economic policy, all measures tak- 
en against cartels will fail in the long 
run. Only international trade relation- 
ships based on formal and substantial 
nondiscrimation will provide an atmos- 
phere conducive to the demise of cartels. 
In fact, compared with all other meas- 
ures, attainment of full employment and 
maintenance of free trade are of over- 
whelming importance if cartel regulation 
is to be effective. If the world is to experi- 
ence chronic unemployment and wide- 
spread trade restrictions, cartels will ap- 
pear and reappear in new forms even if 
the old ones are outlawed. 


Yet there remain two major problem 
areas which are of primary importance in 
an analysis of the kinds and prospective 
effects of specific cartel policies. Since in- 
ternational cartels operate in the sphere 
of trade relations between countries, one 
such problem area is the relationship be- 
tween governmental barriers to the free 
movement of commodities across nation- 
al boundaries and the measures taken by 
cartels which will affect the flow of inter- 
nationally traded goods and services. 
Public and private measures may be 
complementary or contradictory. In 
either case, a clear understanding of their 
mutual impact is necessary for the elabo- 
ration of a sound cartel policy. The other 
chief problem area (which will be dis- 
cussed further below) is the conditions 
which make for stability or instabil- 
ity in given cartel structures. We begin 
with a few remarks concerning the first 
problem. 

The argument that tariffs and other 
protectionist measures are favorable to 
the formation of cartels is often repeated. 
There is no doubt that tariffs, by elimi- 
nating or curtailing foreign competition, 
produce domestic conditions which are 
favorable to monopolization. This 
thought was especially popular before 
World War I in Germany, where it was 
argued that tariffs permitted organiza- 
tions of producers to make restricted 
sales at high prices on the domestic mar- 
ket and to “dump” the excess abroad.’ 
Although high tariffs may stimulate do- 


7 This point is discussed at length with numerous 
examples from actual experience in Joseph Grunzel, 
Economic Protectionism (Oxford, 1916), pp. 223- 
27, and in Fritz Diepenhorst, Die handels politische 
Bedeutung der Ausfuhrunterstiitsungen der Kartelle 
(Leipzig, 1908). The same idea is recognized in 
Canada, where the Combines Investigations Act 
(13-14 George V, Statutes of Canada, c. 9) pro- 
vides (in sec. 29) that the Governor in Council may 
admit articles free of duty or reduce duty payments 
if an investigation shows that a combine exists at 
the expense of the public. 
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mestic combinations, they do not direct- 
ly influence international cartelization. 
When companies located in various 
countries come together to make ar- 
rangements about the “excess” produc- 
tion which has to be “dumped” abroad, 
an international cartel may begin. At the 
same time rules and regulations about 
reserving the domestic market to each 
national group or partner will usually be 
set up. Cartel protection will thus be 
added to tariff protection. However, the 
higher the tariff protection, the less nec- 
essary is cartel protection and vice versa. 
One might, therefore, expect to find 
strong advocates of international cartel- 
ization in countries with relatively low 
tariffs. On the other hand, high tariffs 
provide a substantial degree of security 
as far as the domestic market is con- 
cerned and hence may, serve as a strong 
argument in intracartel negotiations for 


quotas and other advantages.* 


Although tariffs unquestionably 
played a role in the formation of early 
cartels, their importance in favoring 
combinations should not be exaggerated. 
There is a far from perfect correlation be- 
tween the existence of high tariff walls 
and the development of monopolies; and, 
even before 1914, monopolies not only 
developed rapidly in the protectionist 
United States and Germany but flour- 
ished in free-trade Britain as well.? The 
development of international cartels, es- 
pecially in the inter-war period, seems to 


8 See A. Wolfers, Das Kartellproblem im Lichte 
der deutschen Kartelliteratur (“Schriften des Vereins 
fiir Sozialpolitik,” Vol. CLXXX, Part II [Munich, 
1931]), pp. 123-24. 

*Cf. Hermann Levy, Monopolies, Cartels, and 
Trusts in British Industry (London, 1927); Roman 
Piotrowski, Cartels and Trusts (London, 1933); and 
Louis Domeratsky, “Recent Trends in British 
Industrial Reorganization,” Regulation of Economic 
Activities in Foreign Countries (Temporary Na- 
tional Economic Committee, Monograph No. 40 

[ Washington, D.C., 1941]), esp. pp. 6-10. 


have been little affected by the relative 
height of tariffs in the various countries. 
In fact, in some instances, tariffs and 
other measures of general commercial 
policy have rather been regarded as a 
nuisance by members of cartels. In those 
instances where the particular distribu- 
tion of sales territories between cartel 
members ran counter to governmental 
endeavors to direct trade in specific chan- 
nels, cartels have maintained their own 
import and export prohibitions and have 
frequently been successful. A number of 
specific instances of this sort are re- 
ported by Professor Edwards, and one 
striking case where Canadian exporters 
of chemicals were prevented by the cartel 
from co-operating “‘in the efforts made 
by the Canadian Government to expand 
trade with the West Indies” shows that 
the more powerful cartels are able in 
some instances to frustrate commercial 
arrangements by governments.*° 


STABILITY OF CARTELS 


Upon what factors does the durability, 
or power of continued existence, of the 
cartel depend? The degree of stability of 
a cartel may be affected by internal or 
external factors. Large discrepancies in 
the relative cost structures of the cartel 
members or opposing aims of the part- 
ners of a combination are internal factors 
which may affect the degree of cartel 
stability." Examples of external factors 
influencing the durability of a cartel are 
fluctuations in the demand for the prod- 


Cf. Corwin D. Edwards, Economic and Po- 
litical Aspects of International Cartels (U.S. Senate, 
Subcommittee on War Mobilization of the Com- 
mittee on Military Affairs, Monograph No. 1 
(Washington, D.C., 1944]), pp. 44-47, and Canada 
and International Cartels (Report of Commissioner, 
Combines Investigation Act [Ottawa, 1945]), 
pp. 20-21. 


™See S. Tschierschky, Kartellpolitik (Berlin, 
1930), Pp. 23-27. 
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uct or products of the cartel, the emer- 
gence of outsiders, or the activity of gov- 
ernments. Certain kinds of legislation 
(e.g., patent laws) may unintentionally 
strengthen cartel stability. Others (such 
as legislation for compulsory or volun- 
tary cartelization) may be intentionally 
designed to foster cartel stability. Still 
other kinds (e.g., antitrust legislation) 
may intentionally affect cartel stability 
unfavorably. 

Of the more purely economic factors 
which affect the stability of cartels, the 
most outstanding are (1) the number and 
size of cartel members; (2) the invest- 
ment policy in the cartelized industry; 
and (3) fluctuations in the demand for 
cartelized products. 

1. For our purpose, an analysis of the 
optimum size of the firm is irrelevant, al- 
though such an investigation may have 
its place in determining what economic 
gains may be achieved by an efficient 
antitrust policy. The permanence of 
large firms in certain industries is largely 
the result of the difficulty which would- 
be competitors face in entering the in- 
dustry. In order to compete efficiently, a 
new firm must start on a scale adequate 
to meet, and possibly to fight, the cartel 
or any of its members. This is almost 
always impossible, unless the new firm 
can raise a substantial amount of capital 
initially, and there are only relatively few 
cases where new entrants have been suc- 
cessful. But even the hardiest new firms 
may ultimately find it more to their ad- 
vantage to become members of the car- 
tel than to continue the struggle. An ex- 
ample of this process is provided by Pro- 
fessor Edwards in his discussion of the 
manufacture of chemicals in Argentina.” 


The consequence of this situation is 
the high degree of stability which such 


™ Op. cit., pp. 48-49. 


cartels usually obtain. International and 
even domestic cartels have, of course, 
sometimes risen through the combination 
of many small producers. However, un- 
less supported in some form by the gov- 
ernment—as were the potash producers 
in Germany, or the associations set up 
under the Webb-Pomerene Act in the 
United States—such cartels have been 
fairly unstable. A case in point is the 
Norwegian sardine cartel which, even 
before its dissolution in consequence of 
American antitrust litigation, had been 
extremely unstable."* The strongest and 
most stable cartels are those in which 
few firms participate and where the size 
of each firm is large in proportion to the 
market. For this reason most modern 
cartels are found in mining and heavy in- 
dustries, where giant establishments are 
the rule. The market situation leading to 
international cartelization is thus, in the 
majority of cases, one of oligopoly. Al- 
though equilibrium in an oligopolistic 
market may be theoretically determined 
if the conjectural variations of the vari- 
ous oligopolists are known, in practice 
each oligopolist is uncertain about the 
reactions of his competitors to his own 
changes of price or output."* This situa- 
tion of “circularity”’ (i.e., of uncertain- 
ty) results in most cases in price rigidities 
almost as great as those in markets con- 
trolled by a single monopoly. The advan- 
tages to oligopolists in entering into a 
cartel agreement lie chiefly in the secu- 
rity gained and, in cases where markets 
are divided among cartel partners, in 
the exclusive monopoly achieved in the 
assigned market section. 

This observation is of double impor- 

Cf. I. B. Oseas, “Antitrust Prosecution of 
International Business,” Cornell Law Quarterly, 
XXX (September, 1944), 52. 

™ Cf. on this problem R. G. D. Allen, Mathe- 
matical Analysis for Economists (New York, 1939), 
PP. 203-4. 
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tance. First, it is often claimed that car- 
tels are formed to escape “ruinous” or 
disastrous” competition. Wherever car- 
telization was preceded by a situation of 
oligopoly (as, for instance, in tea, copper, 
steel, tin, chemicals, and electric light 
bulbs), such a claim is simply untrue. 
The situation may have appeared “ ruin- 
ous” because of the peculiar instabilities 
of oligopolistic markets. Second, if such 
cartels are dissolved, the resulting situa- 
tion may be a renewal of oligopoly and 
hence may bring little relief to consum- 
ers in the form of larger total output and 
lower prices. Dissolution of international 
cartels would have to be accompanied by 
the establishment of effective competi- 
tion, an end almost impossible to achieve 
in practice. 

2. In discussing the investment policy 
in a cartelized industry, two cases must 
be distinguished. Either an already ex- 
isting cartel may pursue a definite in- 
vestment policy or a cartel may be newly 
formed because of the already existing 
overinvestment in an industry." In this 
latter instance, additional investment 
would hardly have taken place under 
competitive conditions, and the cartel 
is therefore superfluous. In the short run, 
a cartel may, of course, provide a vehicle 
for more orderly contraction. Under car- 
telization, however, contraction takes 
place far less often through elimination 
of the most inefficient plants than 
through output restriction and alloca- 
tion of sales quotas. In the latter case, 
the “‘overcapitalization” in the industry, 
while apparently reduced, in reality con- 

*s This latter point is pleaded eloquently by Pro- 
fessor De Haas. His only remedy is, however, 
private “regulation” of production in the form of 
business agreements. He admits and deplores that 
the abolition of such agreements would eliminate 
“high-cost-producers,” but he nowhere mentions 
what exact process of reducing excess capacity 
would or could be applied by cartels (op. cit., 
pp. 9-11 and 26-29). 


tinues on. The frequent consequence is 
the appearance of serious cost differen- 
tials in the industry which threaten the 
stability of the cartel. 

But even if a cartel is not formed to re- 
duce excess capacity in an industry, the 
investment problem may produce ele- 
ments of serious instabilities for the car- 
tel structure in the long run. This may 
best be explained by tracing the conse- 
quences of two extreme types of invest- 
ment policies. At the one extreme, an ex- 
isting cartel may not control new invest- 
ment in the industry at all. Hence, new 
firms either become competitors of the 
cartel or are accepted as members in the 
cartel. In the former case, the market 
position of the cartel will be weakened, 
and the cartel will therefore try to bring 
the new entrants into the combination. 
Unless demand for the cartelized product 
increases commensurably, the increased 
investment in the industry will require 
a reapportionment of quotas, with the 
consequence that, as more and more in- 
vestment is attracted to the industry be- 
cause of the high profits made there, the 
actual scale of operations of the firms in 
the industry will depart more and more 
from the optimal point, and excessive 
capacity, with all its uneconomic con- 
sequences, will be the result. If it is con- 
tended .that it is unrealistic to assume 
that many cartelized industries are 
threatened by new entrants, it may be 
answered that the outcome will be the 
same if the additional investment in the 
industry is provided not by new entrants 
but by expansion of the members of the 
cartel themselves. 

It may be for such reasons as these 
that cartelized firms (and other monopo- 
lists) frequently spend large sums on in- 
vestment in research activities. The pos- 
sibility of large-scale research activities 
on the part of such organizations has 
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often been praised by cartel supporters.” 
But reductions in costs of production re- 
sulting from technical improvements 
have usually been passed on to consum- 
ers belatedly and then only for the 
purpose of increasing the profits of cartel 
members themselves. Furthermore, as 
has been shown repeatedly, a consider- 
able amount of research has been de- 
voted to methods of deteriorating the 
product sold in order to increase sales."’ 

At the other extreme, a cartel may 
have complete control over its members’ 
investment in the industry. In its most 
rigid form, this policy may lead to a com- 
plete blocking off of investment in the 
cartelized or monopolized industry. Al- 
though large profits are made in the con- 
trolled industry, they are not reinvested, 
being frequently deflected into other in- 
dustries where entry is easy. It follows 
that the marginal rate of profit in cartel- 
ized industries will get more and more 
out of line with that in competitive in- 
dustries, and this discrepancy will intro- 
duce severe instabilities in the cartelized 
industry."* 

In practice the investment policy in a 
cartelized industry will lie between the 
two extremes. But, whichever course is 
followed or whatever compromise adopt- 
ed, a serious conflict exists between the 
interests of the cartel members, on the 
one hand, and those of the community 
as a whole, on the other. The investment 
policy of a cartel will, therefore, con- 
stantly oscillate between endeavors to 


16 Jbid., pp. 32-34. A whole issue of the New York 
Journal of Commerce (Vol. CXCV of March 11, 
1943) under the title “The Public Interest in a 
Sound Patent System” was devoted. to the end of 
emphasizing the amount and importance of private 
industrial research in the United States. 


17 Edwards, op. cit., pp. 32-37; Canada and In- 
ternational Cartels, p. 23. 


8 Cf. Paul M. Sweezy, The Theory of Capitalist 
Development (New York, 1942), pp. 274-75. 


mitigate the effects of investment on con- 
ditions of instability of the cartel and the 
public interest in genuine economic prog- 
ress. 

3. The most serious element making 
for cartel instability is fluctuations in 
demand for the cartelized product, en- 
hanced by the attempts on the part of 
the cartel to stabilize cartel prices. The 
stabilization of cartel prices has been 
praised by partisans of cartelization as 
one of the most useful functions of car- 
tels in reducing cyclical fluctuations.’® 
Cartel prices are admittedly less subject 
to cyclical fluctuations than prices of 
noncartelized commodities. This stabil- 
ity is due in part to the fact that, under 
cartel conditions, price changes frequent- 
ly take the form of changes in the terms 
of sale or secret rebates, and in part to 
the practice common to all monopolistic 
and near-monopolistic enterprises to ad- 
just to the declining demand rather by 
reduction of output than by lowering of 
prices. But the stability of cartel prices 
is primarily against price reductions; 
in a period of generally rising prices car- 
tel prices will go up with the others.?° 
Cartels, like other firms, have to adjust 
to cyclically fluctuating demand. If they 
maintain stable prices, the changes in 
production and employment will be 
larger; if they maintain stable output 
quotas, they will have to do so at the 
sacrifice of changing prices. 

Although, in a period of good business, 
cartels may refrain from using their mo- 
nopoly powers to the full for fear of new 
investment outside the cartel, such fears 


” Cf. De Haas, op. cit., p. 24. 


2° E.g., Professor Edwards (op. cit., p. 12) reports 
the relative movement of cartel prices and open- 
market prices in Germany and France. When free 
prices began to rise in 1927, cartel prices remained 
stable, but by January, 1929, the rise in cartel prices 
had not only caught up with but overtaken the rise 
in open-market prices. 
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are largely absent in a depression. But a 
lasting decline in demand will increase 
the difficulties of a cartel in maintaining 
prices at the previous level and will pro- 
mote tension within the cartel. Its mem- 
bers may decide that they would gain by 
breaking the cartel, and ultimately the 
cartel may fall apart. Depressions have 
had notoriously unfavorable effects on 
cartel stability, with the consequence of 
a much more abrupt reduction in prices 
than would have taken place had the in- 
dustry been competitive all the time.” 

Thus, in the economic sphere, there 
are several important factors making for 
cartel instability. It is not surprising, 
therefore, that cartels have attempted to 
use whatever means were available to 
strengthen the internal stability of the 
cartel. The means for doing this were 
thought to be found primarily in two 
areas: the insertion of sanctions against 
unilateral dissolution of cartel agree- 
ments and, in industries where this was 
feasible, the use of patent cross-licensing 
agreements. 

The specific types of cartel sanctions 
which might be considered have been 
classified as follows: (1) financial penal- 
ties; (2) a central office or agency which 
operates as a board -f appeals with the 
power to impose fines or in other ways to 
punish violators; (3) a special court of 
arbitration before which claims may be 
brought by members; (4) governmental 
agencies which may be appealed to, to ap- 
ply penalties and pressures; and (5) the 
moral sanction of “good faith.’”” Al- 


* The prices of steel merchant bars and struc- 
tural shapes, in which marketing controls had dis- 
integrated in the depression, fell between 1929 
and 1932 by approximately 57 and 65 per cent, re- 
spectively, while the price of heavy steel rails, a prod- 
uct in which marketing controls were maintained, 
was reduced by only ro per cent (cf. Hexner, op. cit., 
Pp. 92). In the United States, which was outside the 
cartel, the price of structural steel dropped in the 
same period by less than 20 per cent. 


though, in some instances, the penalties 
imposed on violators of cartels have been 
very severe indeed, it is doubtful whether 
a single case is on record where a member 
was prevented from breaking the cartel 
by the threatened sanction if it was in his 
economic interest to do so. On the other 
hand, it would be wrong to attribute no 
importance whatsoever to sanctions. Al- 
though they may not be a means of hold- 
ing the cartel together, they may prevent 
minor violations which, if made repeat- 
edly, might seriously reduce the morale 
of cartel partners and thereby threaten 
the stability of the cartel. Cartel sanc- 
tions may be likened in their influence to 
penalty provisions contained in inter- 
national treaties. If a country’s “vital 
interests” are affected, it will act regard- 
less of what penalties might be applied 
against it. But in minor matters it will 
act less selfishly in order to avoid the 
open application of sanctions. 

A cartel built around patents can 
achieve far greater stability than one 
based only upon penalties and sanctions. 
Patents and resulting cross-licensing 
agreements support cartelization by re- 
ducing to an agreed system of control the 
relevant information for purposes of pro- 
duction and design.” The typical patent 
agreement, therefore, includes not only 
cross-licensing agreements but often ad- 
ditional agreements dealing with the dis- 
tribution of market quotas or the setting 
of prices and the establishment of exclu- 


* This classification is given by Payson S. Wild, 
“Sanctions of International Commodity Agree- 
ments,” American Journal of International Law, 
XXX (October, 1936), 666. Wild (ébid., pp. 667- 
72) also gives examples of the inclusion of such 
penalty provisions in cartel agreements and the 
extent of their application. 


23 The problem of international agreements in the 
field of technology, with special emphasis on patents, 
is discussed by Robert P. Terrill, “Cartels and the 
International Exchange of Technology,” American 
Economic Review, XXXVI (May, 1946), 745-67. 
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sive sales territories. Cartels based on 
patent agreements, or on licensing agree- 
ments plus territorial market division, 
are probably the most stable form of car- 
tels and are particularly difficult to han- 
dle. Whereas, in other cartels, one part- 
ner may easily break the cartel even if 
it has been in existence for a consider- 
able time, such a break is almost impos- 
sible when patent agreements are coupled 
with market division. For example, the 
British Imperial Chemical Industries and 
Du Pont have for a considerable time 
maintained a patent cross-licensing 
agreement for certain chemicals where- 
by the British Empire was reserved to 
I.C.I. and the United States and certain 
adjacent areas to Du Pont. If Du Pont 
were forced to break the cartel, its com- 
petitive position in the British Empire 
would be made extremely difficult. For 
all Du Pont patents previous to the 
break, having been shared with I.C.I., 
could be used by the latter until the 
licenses expired, by which time the 
patents would often have little value. 
Du Pont would, therefore, have exclusive 
ownership of only those patents which 
were granted after the break and would 
for a long time be hampered in its compe- 
tition with I.C.I., which would control all 
trade outlets for commodities produced 
under patents granted during the cartel 
relationship. Hence, the breaking-up of 
the cartel would not change the present 
situation; a virtually complete monopoly 
of I.C.I. in the British Empire would 
continue to exist, and Du Pont could 
become an efficient competitor only at 
severe cost. On the other hand, Du Pont 
would no longer share the benefits of 
whatever progress in chemical research 
was made in the laboratories of I.C.I. 
The illustration may explain somewhat 
the tenacity with which patent agree- 
ments are adhered to and may throw 


light on the desire of some American 
manufacturers to resume cartel relation- 
ships, interrupted by the war, with their 
German partners. 

We have examined some of the more 
important factors affecting cartel sta- 
bility. The relevance of this analysis for 
practical measures in the field of cartel 
policy should be obvious. It clearly im- 
plies that a policy of indiscriminate car- 
tel-busting may produce very undesir- 
able results and that measures for regu- 
lating cartel activities must be fitted to 
the particular character of the various 
types of international business combina- 
tions. 


THE ATTITUDE IN DIFFERENT COUN- 
TRIES TOWARD THE REGULATION 
OF PRIVATE CARTELS 


The actual means of regulating car- 
tels unilaterally or multilaterally depend 
to a considerable degree upon the atti- 
tude toward cartels in the regulating 
country. This attitude is formed in two 
places: business and government. If the 
interests of private manufacturers and 
traders are unfavorable to international 
cartels, it is not likely that even strong 
governmental encouragement of cartels, 
unless undue political pressure is used, 
will lead to business participation in 
them. But if, as is more frequently the 
case, private firms are favorably inclined 
toward participation in international car- 
tels, governmental regulation will have 
to take into account possible infringe- 
ments and evasions of its rules, and the 
regulations will have to be so devised as 
to minimize such illegal action. The other 
source of opinion on cartels is govern- 
ment itself. If a country has internal leg- 
islation favorable to domestic cartels, it 
will be difficult though not impossible 
to prohibit the participation of domestic 
firms in international cartels. But if a 
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country is equipped with antitrust laws 
and other measures destined to prevent 
combinations in restraint of domestic 
trade, such a policy should be logically 
extended to the international field. How- 
ever, that domestic antitrust legislation 
is not considered incompatible with gov- 
ernmentally tolerated international car- 
tels is proved by the Webb-Pomerene 
Act. 

Governmental attitudes toward car- 
tels may be classified according to three 
types, represented by the legal status of 
industrial combinations in the United 
States, Germany, and Great Britain. In 
the United States the governmental atti- 
tude toward cartels is inimical in prin- 
ciple, and domestic monopolies and com- 
binations in restraint of trade are out- 
lawed by antitrust legislation. Germany 
has a cartel law explicitly legalizing do- 
mestic cartels but submitting them to 
some form of government supervision. 
The British attitude is neutral, without 
specific legislation favoring or discourag- 
ing cartels. 

Even the United States is not com- 
pletely free from laws promotive of car- 
tels. We have already mentioned the 
Webb-Pomerene Act, confined to inter- 
national trade. Special attention should 
be drawn, however, to the Interstate 
Commerce Act of 1887 as amended by 
the Transportation Act of 1920 (49 
U.S.C. secs. 1 ff.), the Shipping Act of 
1916 (39 Stat. 728), and the Civil Aero- 
nautics Act of 1932 (52 Stat. 977). These 
acts contain provisions which come very 
close to Articles 2 and 3 of the German 
Cartel Decree of 1923. The Shipping Act 
provided in section 15 for the filing of 
agreements between carriers 


fixing or regulating transportation rates of 
fares....and controlling, regulating, pre- 
venting, or destroying competition, pooling 
or apportioning earnings, losses, or traffic, 


allotting ports or restricting or otherwise regu- 
lating the number and character of sailings 
between ports, limiting or regulating in any 
way the volume or character of freight or 
passenger traffic to be carried, or in any manner 
providing for an exclusive, preferential, or 
cooperative working agreement. 


As in Germany, where the Cartel Decree 
set up a special authority to administer 
the law, in the United States the Mari- 
time Commission was authorized to dis- 
approve, modify, or cancel any agree- 
ment “‘if it finds it to be unjustly dis- 
criminatory or unfair as between car- 
riers, shippers, exporters, importers... . 
or to operate to the detriment of the com- 
merce of the United States.” The Civil 
Aeronautics Act contains a very similar 
section, creating as supervising agency 
the Civil Aeronautics Board, while the 
Transportation Act of 1920 exempts all 
common carriers from complying with 
the antitrust laws if they operate in ac- 
cordance with “‘the terms and conditions, 
if any, imposed by the [Interstate Com- 
merce] Commission” (49 U-S.C.A., 
Suppl. 1943, sec. 5). Whatever interpre- 
tation might be given to these acts, there 
is no doubt that they have legalized do- 
mestic cartels in ocean shipping, air 
transport, and other common carriers 
within the United States. Insurance com- 
panies in 1945 were exempted up to Jan- 
uary 1, 1948, from the antitrust laws (so 
Stat., c. 20, sec. 3 [a]), and at present 
agitation is being carried on to exempt 
likewise newspapers and news agencies.*4 
Judging from the enthusiastic reception 
which some of the N.R.A. codes enjoyed 
in certain industries, there is little doubt 
that an extension of the provisions from 
shipping and air traffic to other fields of 
transportation, to public utilities, and to 
manufacturing in general would not 


24 New York Times, May 24, 1945, Pp. 17, col, 7, 
and ibid,, November 14, 1945, p. 17, Col. 3. 
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meet with too great resistance from inter- 
ested parties. This does not mean that 
the United States is going to change its 
traditionally unfriendly attitude toward 
trusts, but there is no guaranty that the 
general provisions of the antitrust laws 
might not be narrowed down bit by bit 
by exempting specific industries. 

It is likely, furthermore, that the car- 
tels set up under the Webb-Pomerene 
Act exercised an unfavorable influence 
on competitive conditions within the 
United States in those industries in which 
export associations were formed. For ex- 
ample, the Temporary National Eco- 
nomic Committee hearings indicated 
that such an unfavorable influence was 
probably wielded by the copper export 
association which represented the major 
copper producers in the United States 
(who in addition controlled a substan- 
tial part of the Chilean and Canadian 
copper production).** It was admitted 
by one of the witnesses that the fixing of 
the world market price of copper was a 
factor in raising domestic copper prices.” 
Since the export association allocated 
production quotas among the different 
companies and the different regions of 
exploitation controlled by the member- 
companies, it could sustain certain high- 
cost mines whicb, without the cartel and 
without the American tariff on copper, 
would have had to close down. These 
mines continued to operate even though, 


#8 See T.N.E.C. Hearings, Part 25, pp. 13126 ff. 


% Cf. the testimony of C. F. Kelley, president 
of the Anaconda Copper Mining Company, in ibid., 
PP. 13131-32: 

“THe CHAIRMAN [O’MaHoNEY]: Then would it 
not follow that whatever was done by the authority 
of the Webb-Pomerene Act through the policy of 
the Export Association would inevitably have an 
effect upon the domestic market as well as upon the 
foreign market? 

“Mr. Kettey: I think, to speak perfectly frank- 
ly, Senator, that you can’t completely divorce the 
two markets.” 


under competitive conditions, the output 
would have shifted to lower-cost mines, 
and thus the world copper price, and 
with it the American domestic price, 
would have been lowered. A more recent 
charge that the associations formed un- 
der the Webb-Pomerene Act had a detri- 
mental effect upon competitive condi- 
tions within the United States was 
made in the prosecution of the United 
States Alkali Export Association by the 
Antitrust Division of the Department of 
Justice.*7 The contentions of the Attor- 
ney-General show clearly that he regards 
this association as operating in restraint 
of domestic as well as foreign trade. This 
opinion was substantially maintained by 
the courts (65 S. Ct. 1120). 

In spite of the difference in cartel leg- 
islation of the United States, Germany, 
and Great Britain, the development of 
industrial combinations has been fairly 
parallel. Obviously, antitrust legislation 
by itself is no sufficient guaranty against 
trusts if the execution of the law is not 
performed with sufficient vigor and if the 
Antitrust Division of the Department of 
Justice is not provided with sufficient 
funds. But, even if such funds were avail- 

27 The fact that combination solely for purposes 
of international trade, without affecting domestic 
trade, is impossible was expressed as early as 1919 
in the Supreme Court decision in the case of United 
States v. United States Steel Corp. et al. (251 U.S. 
417 [1920]). Answering the statement by the counsel 
for the government that “even if it would have been 
lawful for the many independent businesses . . . . to 
unite to some extent to develop foreign trade... . 
that can not justify the complete and permanent 
suppression of competition between them in domes- 
tic trade” (pp. 427-28), Justice McKenna, the au- 
thor of the opinion of the Court, said: ‘We do not see 
how the Steel Corporation can be such a beneficial 
instrumentality in the trade of the world and its 
beneficence be preserved, and yet be such an evil in- 
strumentality in the trade of the United States 
that it must be destroyed How can the Cor- 
poration be sustained and its power of control over 
its subsidiary companies be retained and exercised 
in the foreign trade and given up in the domestic 
trade?” (p. 453). 
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able, it is very doubtful whether under 
present conditions an antitrust policy 
would meet with success; for, when one 
large monopoly is destroyed, it is fre- 
quently impossible to create a large num- 
ber of competitive firms which will step 
into its place and take over the produc- 
tion of the affected commodities. The 
best solution might be to provide suffi- 
cient capital from governmental sources 
(e.g., through the Reconstruction Fi- 
nance Corporation) to the emerging in- 
dependent competitive producers. 

While cartelization has probably been 
driven farther in Germany than in al- 
most any other large industrial nation, 
this results far less from the existence of 
a cartel law in Germany than from the 
particular methods of financing German 
industry and from the development of 
finance capitalism which is rather pe- 
culiar to Germany. The cartel decree in 
Germany was not a creation of the Hitler 
regime but was passed in 1923 under the 
Weimar Republic. Originally this cartel 
legislation was intended to control and 
regulate combinations, to supplement 
the law on unfair competition, and to be 
an instrument for a reduction of prices 
as well as for price control.** There is 
nothing in the German or Norwegian 
cartel laws (nor in the Czechoslovakian, 
Polish, or Hungarian drafts) which 
would have prevented a cartel super- 
visory board, if it had been so inclined, 
from using the law as an antitrust instru- 
ment rather than as a tool favorable to 
cartelization. 


28 A law patterned faithfully after the German 
cartel decree was passed in Norway in 1926, and 
drafts for similar laws were submitted in the 
Czechoslovakian, the Hungarian, and the Polish 
parliaments in 1929 and subsequent years and met 
with considerable approval. A similar “trust” law 
was in force in Denmark, without providing, how- 
ever, for as extensive a supervisory authority as 
either the German or the Norwegian law. 


The difference in legislative attitude 
has thus had little influence on the forma- 
tion of cartels or in encouraging the par- 
ticipation of domestic firms in interna- 
tional cartels. Although it is probably 
true that, in the past, cartelization has 
been practiced to a greater extent in 
Europe (particularly in Central Europe) 
than anywhere else in the world, the ex- 
planation for this phenomenon is rather 
to be sought in attempts to adjust to a 
narrowly confined market than in gov- 
ernmental support of cartels. Govern- 
mental support in Germany probably 
originated as a consequence of conces- 
sions to industry demand rather than as 
planned governmental policy. This does 
not imply, however, that the already ex- 
isting and vastly interconnected cartel 
structure of German industry was not 
used as a vehicle for the achievement of 
economic and political aims under the 
Hitler regime. Our analysis shows that 
governmental action in almost all cases 
has either been powerless to prevent 
cartelization or has actually fostered it 
because of pressures exercised by inter- 
ested groups. 

There is little doubt that the attitude 
toward postwar international economic 
organization among almost all the former 
cartel participants remains unchanged. 
Although representatives of many of the 
most notorious partners in international 
cartels in the United States and else- 
where have vociferously declared their 
devotion to the principle of freedom of 
international trade, there is ample evi- 
dence that cartel relationships inter- 
rupted by the war are expected to be re- 
sumed after the war. The Department of 
Justice has collected evidence that Ameri- 
can firms have attempted to assure their 
former cartel partners in Germany and 
Japan that their obligations under cartel 
relationships would be considered only 
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temporarily suspended by the war.’ 
The continuance of the tin cartel, which 
survived the virtual loss of substantial 
tin-bearing deposits through the Jap- 
anese conquests in the Far East, is a case 
in point.*° The hearings before the Sen- 
ate Committee on Patents in 1942 
brought to light conclusive evidence that 
at least one American company—Stand- 
ard Oil of New Jersey—had made elabo- 
rate plans to safeguard its cartel relations 
during the war and to renew them after 
the war with companies situated in 
enemy territory.** This attitude was 
probably shared by a number of entre- 
preneurs who have had experience with 
international cartels. 

Although those who have had favor- 
able pre-war experience with cartels are 
hardly inclined to approve their discon- 
tinuance, they constitute only a small 
number of businessmen. The attitude of 
most businessmen toward cartels is de- 
termined primarily by a desire to in- 
crease, or at least to stabilize, their 
profits within a given institutional frame- 
work or to acquire a larger share, or pro- 
tect their traditional share, in the hier- 
archy of imperfect world markets. In 
other words, businessmen were moti- 
vated in the past, and will continue to 
be motivated in the future, primarily by 
considerations of profit maximization 
rather than of national aggrandizement 
or maintenance of competitive conditions 
even though those may be the professed 
policies of their respective governments. 

29See Leo Fishman, “Wartime Control of Tin 
in Great Britain,” Journal of Political Economy, 
LIV (October, 1946), 421; and New York Times, 
October 6, 1942, p. 33, col. 5. 

3° Edwards, op. cit., pp. 73-77. 

3* U.S. Congress, Senate Committee on Patents, 
Hearings on S. 2303 and S. 2491 (72d Cong., 2d 
sess.), pp. 3409 ff. (testimony of Mr. P. A. Gibson). 
See also the testimony of Mr. Frank A. Howard of 
- Standard Oil Company (N.J.) (ibid., pp. 5070- 
71). 


Governments or certain of their officials 
may have thought of cartels as instru- 
ments of national policy, but it is not 
likely that many businessmen, even in 
Germany, thought so. American busi- 
nessmen of late have been widely ac- 
cused of having been tricked by their 
German cartel partners. Actually, both 
German and American businessmen re- 
garded their cartels as instruments to do 
away with competition, which they felt 
to be disadvantageous. Although a fair 
claim can be made that, in certain strate- 
gic materials and mechanical devices, 
Germany has used cartels as instruments 
of national policy, it would be wrong to 
assume that this experience will change 
the attitude toward cartels held by busi- 
nessmen in this country or elsewhere.” 
It is also well to remember that not all 
cartels were inaugurated or led by 
German firms and that numerous cartels 
were formed by firms situated exclusive- 
ly in the United Nations. These cartels 
have not attracted as much public atten- 
tion as the cartels in chemicals, optical 
instruments, and other strategic com- 
modities to which German firms were 
partners, because their existence did not 
threaten the military preparedness of the 
United Nations. But, in a world without 
war, these cartels have economic effects 
not different from cartels formed with 
firms in former enemy territory. It is 
therefore alarming to note that carteliza- 
tion has found so many and such im- 
portant advocates in almost all the 
United Nations. 

In Great Britain the idea of organiz- 
ing postwar cartels seems to have found 
wider acceptance than in the United 
States. Among businessmen this attitude 


# This attitude is well expressed by Mr. A. P. 
Sloan, chairman of General Motors, in a letter pub- 
lished in Guenther Reimann, Patents for Hitler 
(New York, 1942), pp. 280-81. 
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may be explained by the favorable results 
they experienced with trade associations 
(which in many instances are cover or- 
ganizations for genuine domestic cartels) 
and by the rapid growth of such organ- 
izations during the war.** During the war 
the relations between the British govern- 
ment and trade associations were very 
close, and the associations in many ways 
served as quasi-official bodies in ad- 
ministering wartime controls of produc- 
tion and distribution in their respective 
industries. What is of special interest in 
connection with internatjonal cartels is 
that in 1940 some three hundred export 
groups, which were in many ways similar 
to the associations formed under the 
American Webb-Pomerene Act, were set 
up with the purpose of promoting ex- 
ports.*4 Although these export groups 
are at present inoperative, they may be 
revived in short order if the pressure of 
an unfavorable balance of payments 
should call for it. 

The attitude of English economists 
toward international cartels is divided. 
It is doubtful whether the majority of 
British economists have accepted the in- 
evitability of cartels, but a sizable group 
of them have presumably become recon- 
ciled to the idea of state-supervised car- 
tels. Even a statement drawn up by some 
leading British businessmen and econo- 
mists—which in its general tenor is an- 
tagonistic to cartels and monopolies— 
contains the provision that firms may be 
allowed to participate in “cartel agree- 
ments with any firm or association 
operating outside Great Britain” if they 
obtain the sanction of the appropriate 
minister.*5 The advocates of cartels in 

33 “British Trade Associations,” Planning, No. 
221, May 12, 1944. 

34 Trade Associations and Government,” ébid., 
No. 240, October 5, 1945, esp. p. 18. 


38 Nuffield College, Employment Policy and Or- 
ganization of Industry after the War (London, 1943), 


England tend to hide behind semantic 
smoke screens. They prefer not to speak 
of cartels but of “intercompany agree- 
ments,” and they take considerable 
stock in the influence which government 
can exercise in preventing the ‘“‘abuses”’ 
to which these agreements might lead.* 
The British are particularly sensitive 
about their prospectively weak foreign- 
trade position, and there is little hope 
that they will dispense with most of the 
elaborate import and export controls 
which they have been forced to set up 
during the war. Illusions that Britain 
would be willing to return to a genuine 
free-trade position must have been de- 
stroyed by the series of articles published 
in January and February, 1944, in the 
London Economist, a magazine which for 
such a long time had staunchly sup- 
ported free trade.*? Since more direct 
government controls than tariffs are to 
be maintained, English economists are 
attempting to find a place for govern- 
mentally supervised “intercompany 
agreements.” The content of recom- 
mendations made by English writers 
varies chiefly in the degree of govern- 


p. 54. Among the participants responsible for pre- 
paring the statement are found T. Balogh, G. D. H. 
Cole, E. F. M. Durbin, N. Kaldor, Joan Robinson, 
and P. S. Cadbury, S. Courtauld, and Lord Mel- 
chett. 


3% A similar argument in favor of “mixed” cartels 
has been put forward in this country by Professor 
W. F. Brook. His mixed cartels, which he justifies 
by the virtual inevitability of development toward 
ever larger combinations, are to be different from 
existing private cartels in that they are to be gov- 
ernmentally supervised “public service” cartels. The 
supervising public authority is to perform a three- 
fold role: as over-all guardian, as guardian of con- 
sumers’ interests, and as guardian of labor. Mixed 
cartels have essentially the same defect as govern- 
ment cartels. For the very challenging views of 
Professor Brook, see his International Policy in a 
Synthetic Era (New York: Pamphlet Distributing 
Co., 1943). 

37“The Principles of Trade,” Economist, Janu- 


ary 2, 1944, ff. 
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ment control from superficial regulatory 
activity to complete exercise of cartel 
powers by government.** 


The attitude of several influential Brit- 
ish administrators and political econo- 
mists toward postwar cartels is the more 
discouraging because an efficient policy 
to combat cartel activities will certainly 
not come from businessmen. Govern- 
ments will be left to initiate a policy 
(either separately or jointly) which will 
efficiently break the power of the cartels 
and establish market conditions which 
will at least approach reasonably free 
competition for the more important in- 
ternationally traded commodities. But, 
to make this policy succeed, govern- 
ments themselves will have to refrain 
from agreements or policies constituting 
acts in restraint of international trade. 


It might be contended that, unless 
joint international action is taken, there 
is little hope of preventing the emergence 
of strong postwar cartels; that, if at 
least some of the more important indus- 
trial countries become active supporters 
of private or governmentally sponsored 
cartels, the rest of the world will be 
forced into this pattern also. The sugges- 
tion has been made, therefore, that only 
world-wide agreements and commit- 
ments will prevent the final victorious 
emergence of cartels. On the other hand, 
competent analyses of the policies of a 
country desiring to maintain free-market 
conditions in its foreign trade have 
shown that such a pessimistic outlook is 
not necessarily warranted.*® It will, 


38 Representative statements concerning the 
British attitude may be found in Edward Levi, 
Joseph O’Mahoney, and Redvers Opie, What Should 
Be British and American Policy toward International 
Monopolies? (“A University of Chicago Round 
Table,” No. 319, broadcast April 30, 1944), and 
G. H. C. Hart, “Ten-Point Plan for Post-War 
Control of Raw Materials,” Great Britain and the 
East, February 20, 1943, pp. 19 ff. 


therefore, be useful to investigate the 
policies which a country (more specif- 
ically the United States) could adopt 
to prevent international cartels from 
imposing their undesirable influences on 
its domestic economy. A world-wide or 
at least multilateral agreement to re- 
establish the freest possible international 
trade -relationships would, of course, be 
most desirable. But, lacking this, it will 
be worth while to show whether and to 
what degree unilateral regulation of 
monopolies can preserve economic rela- 
tionships valued by the majority of the 
American people. 


MULTILATERAL AG" FEMENTS FOR 
CARTEL CONTROL 


Suggestions to deal with private inter- 
national cartels through multilateral 
action have been made on two levels of 
generality. During the war most of the 
suggestions made dealt only with limited 
objectives,** including the following: 

1. The making of international trea- 
ties in regard to patents and trade- 
marks on which cartels may be based is 
recommended. Such international trea- 
ties should be so designed as to make 
cartelization on the basis of patents and 
trade-marks impossible or at least very 
difficult. Such action would have to 
make provision for some standardization 
of national patent and trade-mark laws 
and for international information in 
these fields. These treaties would es- 
pecially call for some measure of com- 

39 Jacob Viner, Trade Relations between Free- 
Market and Controlled Economies (Geneva, 1943). 


4° A complete set of proposals comprising con- 
trols for all types of cartel activities was contained 
for the first time in the Suggested Charter for an 
International Trade Organization published by 
the United States Department of State in Sep- 
tember, 1946 (Department of State Publication 
2498, “Commercial Policy Series,” No. 93 [hereafter 
cited as “J.7.0. Charter”). These proposals appear 
in the next section below. 
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pulsory licensing of patents maintained 
merely for the purpose of preventing 
outsiders from entering into competi- 
tive production, and they might con- 
tain provisions preventing undue concen- 
tration of patents in the hands of a few 
large corporations. It has been con- 
tended that, under such conditions, 
many of the large firms which now find it 
possible to maintain research labora- 
tories would discontinue or greatly con- 
tract their research activities. This de- 
ficiency would have to be made up by 
government-supported research or the 
setting-up of governmental or private 
“research pools,” and it could be argued 
that inventions made in government 
laboratories would become the property 
of the government and could be made 
available to all organizations asking for 
a license upon the payment of certain 
fees." Representatives of certain large 
business corporations interested in the 
maintenance of the most restrictive 
patent legislation argue that such action 
would seriously interfere with free enter- 
prise. This argument is fallacious in 
suggesting that large-scale private mo- 
nopolies made possible by the concentra- 
tion of many patents in one hand are 
conducive to free enterprise. Talk about 
free enterprise is only too often prone to 
overlook the fact that free enterprise 
really means freely competitive enterprise. 
The monopolies can certainly not claim 
that a monopoly based on patents is 
more conducive to maintaining genuine 
freedom of enterprise than a situation in 
which patents and special processes are 
available on equal terms to all who are 
willing to pay the price. Provisions in- 
volving compulsory licensing of patented 
products or processes which are not exer- 
cised by the owner of the patent have 


# An exhaustive description of these measures is 
contained in Terrill, op. cit., esp. pp. 758-67. 


found entrance in the legal systems of 
certain European countries (the pre- 
1938 Austrian patent law contained such 
a provision), and there is little doubt 
that the introduction of such a clause in 
the American patent law would be at 
least a forceful instrument to break 
monopolistic power based on patents.# 
It has not come to the attention of the 
writer that the legislation of any modern 
country provides for governmental 
ownership of patents which are avail- 
able to all who want them. Even the 
patent law of the, Soviet Union contains 
provisions in which the inventor’s pri- 
vate ownership of patents is guaranteed, 
although certain inventions of special 
interest to the armed forces of the 
U.S.S.R. may be appropriated for the 
common good.*? It seems probable that 
the system of government-owned pat- 
ents, at least in those fields where strong 
concentration based on patents is pos- 
sible, would be a forward step in the 
furthering of economic welfare. 

2. Another suggestion is that of form- 
ing international agreements to abolish 
such organizations as the Webb-Pome- 
rene associations and similar organiza- 
tions in other countries. The chief raison 
@ étre for such cartels has been claimed 
to be purely defensive. As this idea is en- 
larged, a vicious circle ensues similar to 
that experienced by competitively more 
restrictive types of exchange control, 


4? Even if a compulsory licensing clause were 
introduced in the American patent law, it would 
hardly bring any improvement unless efficiently 
enforced. The beneficial effects of such a clause 
should not be overestimated, since licenses would 
have to be sought through litigation, which often 
would be a lengthy and costly procedure. For a more 
extensive discussion of compulsory licensing see 
Richard Reik, “(Compulsory Licensing of Patents,” 
American Economic Review, XXXVI (December, 
1946), 813-32. 


43Cf. Andrew Meyer, The Patent and Trade 
Mark Laws in the USSR (New York, 1944), pp. 7 ff. 
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which were also defended on grounds 
that they were necessary to counteract 
the evil influences that exchange controls 
of other countries exercised on the do- 
mestic economy. If export and import as- 
sociations are established in several im- 
portant countries for allegedly defensive 
purposes, it is very likely that this will be 
taken as an incentive for the widespread 
extension of such practices. Defensive 
cartels will provoke defensive cartels, 
and these in turn will provoke more de- 
fensive cartels, until finally the entire 
trade of all nations will be organized 
under “defensive” cartels.*4 There is a 
need for international agreements out- 
lawing this type of defensive cartel, but 
such agreements should be coupled, if 
possible, with agreements whereby na- 
tions undertake to maintain the utmost 
degree of competition in their interna- 
tional trade relationships. 

3. The third type of international 
agreement proposed is compulsory regis- 
tration of cartel agreements, supple- 
mented by an interchange of .govern- 
mental information about such agree- 
ments which would make it hard or im- 
possible for firms to evade domestic 
registration. A bill submitted by Senator 
O’Mahoney in 1943 would require the 
registration of international contracts 
involving objectionable practices, and a 
good argument can be made for such 
registration, since publicity is likely to 
discourage such contracts.*s But there is 
no reason why registration should be the 
only control of truly objectionable prac- 

44 The establishment of the Japanese Import 
Associations in the 1930’s was defended by citing 
the need of Japanese importers to meet foreign 
monopolies. Similar considerations are sometimes 
argued in the recent economic literature in Great 
Britain. 

48S. 1476, Foreign Contracts Act (78th Cong.), 
submitted by Senator O’Mahoney, October 25, 


1943; also H.R. 3786 (78th Cong.), submitted by 
Representative Voorhis, December 6, 1943. 
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tices. Objectionable practices not already 
subject to existing antitrust legislation 
should be declared unlawful and appro- 
priate penalties imposed. On the other 
hand, it would be difficult to justify bur- 
dens on international transactions of a 
kind which is fully legal in domestic 
trade. It is, therefore, unlikely that regis- 
tration would have important results. If 
businessmen wanted to enter into clear- 
ly unlawful arrangements, they could 
certainly evade registration by forming 
secret gentlemen’s agreements. If, on the 
other hand, harmless contracts had to be 
filed and their contents made public, 
publication not only would burden inter- 
national trade with unnecessary hard- 
ships but would frequently provoke le- 
gitimate grievances on the part of persons 
engaging in international trade. While it 
is, of course, a matter of contention how 
far publication of data should go under 
compulsory registration, frequently there 
may be valid reasons, such as family 
controversies, confiscatory legislation, 
discriminatory taxation, etc., for conceal- 
ment of assets. If compulsory registra- 
tion of agreements affecting international 
trade is undertaken, then any action 
should be cautious and should deal only 
with areas known to be doubtful. If 
registration is driven to excess, consider- 
able embarrassment, possibly forced re- 
treat, and general discredit of the system 
might ensue. 

4. A very interesting and extremely 
useful proposal has been made by Pro- 
fessor V. W. Bladen.“ He advocates an 
international agreement which would 
forbid cartels to allocate markets. 
Though this prohibition would not com- 
pletely abolish all economic effects of 
cartels, since there are frequent agree- 


“This proposal was made in a speech before 
the University of Chicago Political Economy Club, 
November 17, 1944. 
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ments concerning price maintenance 
only, it would abolish some of the most 
oppressive cartels and could further- 
more make easier the unilateral enforce- 
ment of competition. Even in the pres- 
ence of price-maintenance agreements, 
competing firms would sell in the same 
markets, and then cartel agreements 
would be easily discernible owing to the 
absence of price competition. In what 
way such situations could be remedied 
would depend upon actual circumstances 
and the legislative provisions of the af- 
fected country. Possibly an international 
agreement which aimed at eliminating 
allocation of markets would be power- 
less against secret agreements providing 
exclusive markets. But abstention from 
competing in given markets by firms 
which are well-known producers of cer- 
tain commodities would be too conspicu- 
ous a behavior for many firms to enter 
into. In this field publicity of such be- 
havior might have fairly good effects. 


THE CARTEL PROPOSALS OF THE I.T.O. 


Some of these measures, among others, 
have been incorporated in the recent 
proposals of the United States Depart- 
ment of State. The charter provides for 
the formation of an International Trade 
Organization, which would exercise con- 
siderable powers in all fields of interna- 
tional commerce. One section of the 
charter is wholly devoted to the problem 
of restrictive business practices in the 
field of international trade.‘7 Under the 
charter the Organization would have the 
following powers in regard to interna- 
tional private cartels. 

1. It could receive and consider writ- 
ten complaints from any member-coun- 
try, or. from an individual or firm located 
in such a member-country, charging that 
a particular practice or group of practices 
47 7T0 Charter, Arts. 34-40. 
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engaged in by a combination, agreement, 
or other arrangement, had monopolistic 
or other effects deterimental to the free 
exercise of competition. If the Organiza- 
tion found that a complaint deserved 
examination, it might proceed to gather 
evidence, including the conduct of hear- 
ings, in order to determine whether the 
charges were justified. If it found that a 
particular complaint was justified and 
had the alleged effects, it might “make 
recommendations to the Members con- 
cerned for appropriate remedial meas- 
ures, including but not limited to abro- 
gation and termination of agreements 
and arrangements, dissolutions, reor- 
ganizations, business divestitures, and 
licensing of patents, to be implemented 
in accordance with their respective laws 
and procedures.”’** It might then request 
reports from member-countries as to their 
action implementing the recommenda- 
tions and publish reports concerning 
complaints, findings, recommendations, 
and actions taken on the basis of such 
recommendations. 

In this function the Organization 
would act as a cartel court, where the 
execution of its recommendations was 
left to the member-countries concerned. 
The right of the Organization to publicize 
findings, recommendations, and actions 
taken on such recommendations would 
be an instrument to enforce action. It 
would be very important for the Organ- 
ization to be as candid as possible in its 
published reports, in order to avoid 
pseudo-actions on the part of some 
member-countries. The Organization it- 
self would have no power of compulsion, 
and its influence on anticartel action 
would be only indirect and limited to ap- 
pealing to world public opinion. Since all 
anticartel action taken by the member- 
countries would be in accordance with 


48 Tbid., Art. 35, par. 5. 
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the member-countries’ domestic legisla- 
tion, execution of the Organization’s 
recommendations might vary consider- 
ably between countries and might be 
more effective in some countries than in 
others. The proposed charter does not 
explicitly call for periodical review of the 
effects of the Organization’s recommen- 
dations in regard to restrictive business 
practices, nor does it provide for meas- 
ures to be taken if member-countries 
should not respond to the recommenda- 
tions of the Organization, or if the meas- 
ures taken by member-countries were 
not effective in removing the conditions 
which formed the basis of the original 
complaints, except as such activity 
might be subsumed under the provisions 
of Article 36, paragraph 2.‘° 

2. The Organization would also be 
authorized to make studies, either on its 
own initiative or at the request of a mem- 
ber-country, the United Nations, or an- 
other international agency, relating to 
business practices which might restrain 
competition or impose some form of 
monopolistic market controls. These in- 
vestigations would not be limited to 
actual agreements or other arrangements 
between firms only, but the Organization 
might also examine national legislation 
and international conventions designed 
to regulate and control cartels and other 
monopolistic organizations. In this role 
the Organization might serve as an organ 
of publicity of cartel relations, even 
though no special complaints were made, 
and as a clearing-house of national and 
international action in cartel legislation 
and administative procedure designed 
to curb international business agree- 
ments. 

4° This paragraph reads: “The Organization is 
authorized to call general consultative conferences 
of Members and to carry out such additional func- 


tions, within the scope of this Chapter, as may from 
time to time be assigned to it.” 


The proposed charter, furthermore, 
provides that member-countries may co- 
operate in cartel-curbing activities with- 
out recourse to the Organization and that 
countries may enforce unilaterally na- 
tional statutes or decrees directed toward 
preventing monopolies or restraints of 
trade.*° 

It is also proposed that a Commission 
on Business Practices be set up which 
would have to perform the major func- 
tions of the Organization in regard to 
international cartels. The actual recom- 
mendations of the Organization regard- 
ing action to be taken in cartel matters 
would be made by the executive board of 
the Organization on the basis of the in- 
formation and suggestions supplied by 
the Commission on Business Practices. 
If the recommendations of the executive 
board were not followed, or not followed 
adequately, the matter would presum- 
ably have to be brought before the con- 
ference of all members of the Organiza- 
tion. The conference might make a ruling 
on the case, and if the member-country 
still remained recalcitrant, the matter 
might, with the consent of the confer- 
ence, be submitted to the International 
Court of Justice by any party to the dis- 
pute." This procedure is extremely 
cumbersome and might find only rare 


‘ application. The major value of the Or- 


ganization in combating international 
cartels would therefore be twofold: (1) 
it would serve as an internationally re- 
spected and presumably unbiased organ 
of publicity and (2) it might by judicious 
rulings and recommendations provide a 
set of precedents in international action 
in regard to cartels which would form a 
basis for a generally acknowledged body 
of future international law. If it could 
achieve these two objectives, it would 


8° JTO Charter, Arts. 38 and 39. 
5! Ibid., Arts. 65, 60, 55, and 76 (par. 2). 
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provide a climate in which universally 
approved rules of cartel control could 
develop. 


UNILATERAL ACTION FOR 
CARTEL CONTROL 


If no such international agreement on 
the treatment of cartels can be reached, 
or if the agreements reached prove insuf- 
ficient or do not produce desirable re- 
sults (either because there are loopholes 
in the agreements or because the interna- 
tional agencies dealing with cartels func- 
tion badly or are administered in a 
slovenly manner), one country may want 
to act by itself. If the country is small, or 
if its economy is dependent largely on 
international trade, it may find it diffi- 
cult to undertake anything on its own 
and either will support cartels and at- 
tempt to gain a favorable place in them 
or will protect itself by the tradition- 
al measures of protectionism—tariffs, 
quotas, and similar devices—thereby in- 
creasing barriers to world trade. Only 
one set of recommendations by a small 
country, Canada, has come to the at- 
tention of the writer. The Canadian 
cartel report shows conclusively that, 
apart from the extension and faittul 
enforcement of antitrust legislation, the 
major avenues open for cartel control in 
Canada are by means of “making of rep- 
resentations to other countries the na- 
tionals of which are found on investiga- 
tion to be engaging in restrictive prac- 
tices which prejudice the Canadian pub- 
lic [and] effective measures of interna- 
tional collaboration to check the abuses 
of cartelization.”* Canada is obviously 
reluctant to travel the road toward 
higher protection, and the quoted pas- 
sage indicates clearly that its major hope 
of protection against the abuses of 


5? Canada and International Cariels, p. 68. 


cartelized markets lies in international 
action. 

In some small countries government- 
owned or government-controlled mo- 
nopolies have been set up as defensive 
organizations. This has been true of some 
Latin-American countries, especially in 
those instances in which the operation of 
international cartels has run counter to 
national interests in industrial develop- 
ment. Such a policy has been particular- 
ly popular in Chile, where a law was 
passed in 1932 by which the state has the 
exclusive right to import, distribute, and 
sell petroleum, its by-products and sub- 
stitutes. Although the law has not been 
put into effect, the Chilean government 
subsidized a petroleum import company, 
the Copec, which actively competes with 
the leading foreign companies, which are 
subsidiaries of Shell and Standard Oil.® 
A bill, similar in tenor to the Chilean 
law, was introduced as early as 1912 in 
the German Reichstag. When the Ameri- 
can Standard Oil Company entered into 
cartel agreements with its major British, 
Dutch, and French rivals, the combina- 
tion dominated German petroleum im- 
ports. It was proposed to set up a govern- 
ment-controlled corporation which would 
have power to monopolize the entire 
wholesale trade in petroleum in Ger- 
many. Since the bill was not passed, the 
German import monopoly in petroleum 
was never set up.** 

Proposals to combat international car- 
tels by means of domestic monopolies 
have been made recently in many coun- 
tries, including the United States. The 
chief argument against such monop- 


53 Cf. Agnes Roman, “State Regulation in Chile,” 
Regulation of Economic Activities in Foreign Coun- 
tries (Temporary National Economic Committee, 
Monograph No. 40 [Washington, D.C., 1941)), 
Pp. 146-47. 


54 Cf. Gruntzel, op. cit., pp. 268-69. 
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olies is the same as that against ex- 
port associations. Although established 
originally for defensive purposes, these 
monopolies soon take on a life of their 
own and exercise restraints of domestic 
trade. In small countries in which gov- 
ernmental monopolies are established, 
the excuse is made that numerous cartel- 
ized imports are of such vital importance 
to the country’s population that their 
control is in the public interest. 

The situation for the United States is 
different. Unlike Canada and other small 
countries, the United States has a rela- 
tively small proportion of imports and 
exports in relation to its national income; 
also this country already has existing 
antitrust laws and a vast experience in 
handling combinations in restraint of 
trade. Finally, the American public has 
become more conscious and, at the same 
time, more suspicious of cartels and has, 
on the whole, taken a hostile attitude 
toward them. Even though this attitude 
may never be implemented by political 
action, there is always a possibility that 
the past experience of trust-busting (with 
all its political implications) may be re- 
vived and that a future cartel-smasher 
may gain considerable support from the 
American public. There are political, 
legal, and economic possibilities in this 
country of inaugurating, if needed, a 
policy of combating the influence of in- 
ternational cartels domestically even if 
international agreement cannot be 
reached or if international action should 
prove insufficient. 

The specific measures which were ad- 
vocated for use by the United States 
are the following two. 

1. The breaking-up of American par- 
ticipation in any schemes of international 
restraint of trade. Such action might be 
supplemented by the requirement that 
American companies file statements with 


a governmental agency or agreements or 
contracts made with foreign companies. 
Some of the difficulties of adequate regu- 
lation of international cartels through 
registration have been discussed above. 
It may be added here that an addition- 
al problem brought up by compulsory 
registration of cartel agreements is the 
registration of contracts involving the in- 
vestment cf American funds in foreign 
countries. The complete disclosure and 
unconditional publicity of such contracts 
could have highly undesirable effects. A 
possible way out of this dilemma could be 
provided if the registering agency were 
given the right to withhold disclosure of 
the contents of contracts in all cases in 
which in its judgment no public interest 
would be served by disclosure. In order 
to clarify the issue completely, a list as 
comprehensive as possible of all agree- 
ments not requiring registration should 
be made public. Such a list would include, 
for example, sales contracts or other 
types of contracts regularly occurring in 
the course of foreign trade. 

2. A proposal frequently made is that 
the activities of private cartels in the 
United States should be taken over by 
the government. It is argued that, at the 
present stage of world economic develop- 
ment, giant enterprises cannot be abol- 
ished without loss in efficiency, and the 
United States would therefore weaken 
its position if it unilaterally enforced 
competition and atomized its industries, 
which would then be confronted in the 
international markets by large-scale com- 
petitors. However, governmental par- 
ticipation in cartels could, on the one 
hand, maintain the advantages of large- 
scale production and, on the other hand, 
prevent private American entrepreneurs 
from increasing their profits at the ex- 
pense of the national welfare. It is fur- 
thermore argued that such an arrange- 
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ment would be more acceptable to the 
British and that it would meet Russian 
state trading on a more equal basis. But, 
as has been shown earlier, such a pro- 
cedure would hardly be conducive to a 
real eradication of the adverse effects of 
cartels on the American economy. It 
would also increase the potentialities of 
state trading in the United States. An 
additional argument against this alterna- 
tive would be that whatever governmen- 
tal agency is set up to deal collectively 
in the international market is likely to be 
dominated by representatives of the af- 
fected industries. In this case, private 
cartels would gain governmental sanc- 
tion and support. 

Thus, the first course, registration of 
international cartels, is largely insuf- 
ficient, and the second course, govern- 
mental participation in cartels, is in all 
likelihood undesirable. Apparently, 
therefore, the only positive contribution 
which can be made toward mitigating 
the influence of international cartels will 
be purely domestic measures to discour- 
age and impede the formation of inter- 
national cartels which have American 
partners or which exercise their influence 
on the American economy. It is generally 
held that an international cartel is pos- 
sible and can exercise influence on a 
country’s economy only if its partners 
have a reasonably tight monopoly in 


their respective countries and that, there- — 


fore, successful abolition of domestic 
monopolies would go a long way toward 
abolition of international cartels. This is 
true to a large degree, though there seem 
to have been some exceptions. The’ un- 
derstanding between the American Steel 
Export Association and the Entente 
Internationale de l’Acier is a case in 
point. The American Steel Export As- 
sociation was never a member of the 
European steel cartel, but, through a 
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gentlemen’s agreement, mutual compe- 
tition in third markets between the giant 
combinations was reduced to a mini- 
mum.‘s 

The specific action which might be 
taken in the United States would involve 
the following four measures. 

1. The antitrust law should be amend- 
ed in such a way as to make illegal all 
forms of participation by American firms 
in any type of international cartels. The 
wording of the antitrust law, which for- 
bids contracts, combinations, or con- 
spiracies in restraint of trade and the 
monopolization of commerce in quite 
general terms, would probably be inade- 
quate. It might be more useful to list 
specific well-known practices of interna- 
tional cartels and possibly supplement 
the list if new forms of international 
cartelization are devised. But even if 
the antitrust laws are amended and their 
scope extended specifically to interna- 
tional cartels, their complete efficiency 
would be rather doubtful. Specific action 
has to overcome a host of legalistic ob- 
stacles. It would involve lengthy and 
costly court procedures and would be 
extremely slow in its effects, since, in 
many cases, years would pass until Su- 
preme Court decisions could be reached.’ 

2. The Webb-Pomerene Act should be 
reconsidered and changed. Such action 
would undoubtedly produce immediate 
results, since the act has admittedly not 
only influenced forces abroad but has 
also tended to increase the ease with 
which cartels could control the American 


58See E. Hexner, The International Steel Cartel 
(Chapel Hill, N.C., 1943), pp. 199-216. 

8% This procedure is followed in J7O Charter, 
Art. 34, par. 2. 


57 This slow and cumbersome procedure under 
the antitrust law is also a source of constant com- 
plaint in cases of domestic combinations in re- 
straint of trade and seems to be one of the chief 
reasons for the relative ineffectiveness of the law. 
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market, even though the primary pur- 
pose of the export associations was to 
exercise control in foreign markets. The 
abolition of the Webb-Pomerene associa- 
tions could, furthermore, be used as a 
strong argument in inducing third coun- 
tries to curb their support of interna- 
tional cartels. 

A survey of the export associations 
which have been formed under the 
Webb-Pomerene Act shows that its al- 
leged benefits have been greatly exag- 
gerated. The commodities that lend them- 
selves best to Export Trade Act organ- 
ization are raw materials and semi-manu- 
factured products. In the case of some 
commodities—such as metals, certain 
food products, rubber, sulphur, and other 
minerals—the largest producers formed 
the association. The average total value 
of exports under Webb-Pomerene as- 
sociations was only $255,000,000 per year 
during 1920-38, or less than 7 per cent 
of the total exports of the United States. 
The 120 associations which were in 
existence at some time between 1918 and 
1940 represented a total of 2,074 com- 
panies, which is a small minority of all 
American companies engaged in export 
trade. This seems to be sufficient evi- 
dence that many American firms have 
found it satisfactory to carry on their 
export trade without entering into ex- 
port associations. Further analysis of the 
firms participating in the 120 associations 
will show that a considerable number of 
these firms were of large size and that 
several of the associations were not true 
export associations because their mem- 
bers were strongly bound together by 
mutual financial control. 

There may, nevertheless, arise cases 
of genuine hardship for American ex- 


58 See Federal Trade Commission, Export Prices 
and Export Cartels (Temporary National Economic 
Committee, Monograph No. 6 [Washington, D.C., 
1941)), pp. 133 ff. 


porters if they are relatively small com- 
pared with foreign cartels. A suitable 
remedy in such cases might be govern- 
mental support through extended con- 
sular services or through the negotiation 
of trade agreements containing pro- 
visions aiming at strict nondiscrimina- 
tion or, in extreme cases, through direct 
government assistance in the form of 
credit guaranties or the use of state trad- 
ing in the international field.* 

3. Another important step would be 
a change in the American patent and 
trade-mark laws. The effects of such a 
change have been sketched above, but, 
even if international agreement on col- 
lective action in the same direction could 
not be reached, unilateral action in the 
United States would lead to a consider- 
able weakening of the strongholds of 
American cartels in controlling the do- 
mestic market. 

4. Another important requirement of 
cartel control is the downward revision 
of the American tariff. In numerous 
cases the tariff has assisted domestic 
combinations to maintain their monopo- 
listic structure and has indirectly helped 
maintain high prices. It has provided 
third countries with a strong argument 
for applying discriminatory restrictions 
against the United States, and the scarce 


59 Professor E. S. Mason argues that the mainte- 
nance of Webb-Pomerene associations is desirable 
im view of the extensive development of state trad- 
ing organizations in many European countries, which 
are “shopping around for the cheapest markets.” 
(Controlling World Trade [New York, 1946], p. 73)- 
If purchases are made by these state trading bodies 
on the basis of commercial considerations, the 
maintenance of export cartels could hardly be ad- 
vantageous to American exporters unless it can be 
shown that associations can sell cheaper or better 
goods than single firms. If considerations of long- 
term credits or long-term contracts (such as the 
British-Canadian wheat-purchasing agreement) are 
paramount, then it is doubtful if American firms 
—associated or not—can effectively operate in the 
international market without direct assistance 
from the United States government. 
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world supply of dollars has been fre- 
quently cited to support cartelization. 
It has been argued in the United States 
that a unilateral tariff reduction would 
place this country in an economically 
more difficult position without contribut- 
ing substantially to a general liberaliza- 
tion of trade relationships. Although 
multilateral agreements at least partially 
abolishing the severest restrictions of 
international trade would be preferable 
to unilateral action, American unilateral 
tariff reduction might, in the long run, 
produce wholly desirable results if ju- 
diciously applied and if carried through 
in such a way as to affect especially those 
industries in which inefficient producers 
are subsidized and which exercise a 
strong monopolistic influence on the do- 
mestic market. 

All the measures listed will go a long 
way toward reducing the possibilities of 
domestic cartelization in the United 
States and thus toward weakening the 
chances of open or secret cartels being 
formed with American participation. 
But such unilateral action as outlined 
above will have hardly any effect on 
cartels having all foreign partners or con- 
trolling commodities which are not pro- 
duced in the United States. Those who 
argue for international cartel control 
probably have in mind primarily these 
cartels. But, while wholly effective re- 
sults can be achieved only by interna- 
tional action, under certain conditions 
even unilateral action would be sufficient 
to deal with these cases. 

1. The United States has had experi- 
ence during the war with black-listing 
foreign companies, and this device could 
be adopted also to combat foreign car- 
tels. It will be useful only where the 
foreign cartel has competition or where 
suitable substitutes for the cartelized 
commodities are available.® Black-listing 
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may then be eminently successful in 
some cases but will produce only limited 
results in combating the tightest and 
most injurious cartels. 

2. Although the antitrust acts apply 
to interstate and foreign commerce, 
American courts would in principle lack 
jurisdiction over persons or organiza- 
tions which have their seat of business 
in foreign countries.* But if foreign car- 
tels have subsidiaries or branch agencies 
located in the United States, the Ameri- 
can jurisdiction could clearly be extended 
over these subsidiaries or agencies situ- 
ated in United States territory. Such 
organizations could be dissolved under 
the antitrust laws or their activities 
regulated. Under our law a decree of dis- 
solution could not be enforced, however, 
on those parts of the cartel outside 
United States’ territory. In contrast, the 
Czechoslovakian cartel bill of 1929, 
which became law with only small 
changes in 1933, provides for the specific 
jurisdiction of Czech courts for the regu- 
lation of foreign cartels. Article 19 of the 
bill reads 

The provisions of this law are also applicable 
to combinations of entrepreneurs [cartels, etc.] 
which have their seat of business in a foreign 


country provided their activity is exercised in 
the territory of the Czechoslovak Republic. 


In the report accompanying the bill, the 
following explanation is given: 


6° This policy can hardly be called discrimina- 
tory if it is made plain (1) that black-listing will 
be exercised only against firms or combinations of 
firms and not against the countries where Ameri- 
can imports originate; (2) that domestic producers 
of similar commodities or substitutes will be pro- 
hibited from entering into any combination with 
other domestic or foreign producers to restrain in- 
ternational trade; and (3) that firms will be re- 
moved from the black list if they can bring satis- 
factory evidence that they have dissolved the cartel 
or that they effectively compete in the American 
market. 

* This problem is discussed at length in Oseas, 
op. cit., pp. 43-50. 
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According to Article 19 of the bill, foreign 
cartels also are subjected to its provisions if 
their activities are exercised on the whole 
territory of the Republic. This is necessary 
because from an economic point of view, and 
especially from the point of view of protecting 
the national economy and national welfare, the 
cartel’s seat of business is not decisive, since it 
is frequently determined by accident. What 
matters is whether or not the territorial effec- 
tiveness of the combination affects the domestic 
economy. If such regulation were not provided 
for, danger would arise that the combinations 
of entrepreneurs [cartels] would transfer their 
seat of business to a foreign country in order to 
avoid the applicability of the law.” 


American courts could adopt a similar 
reasoning in dealing with cartels which 
influence economic relationships (prices, 
supplies, or production) in the United 
States. 

American courts have in the past been 
concerned on several occasions with the 
applicability to international cartels of 
Article IV of the Sherman Antitrust Act. 
When, before World War I, several 
European shipping companies entered 
into an agreement regulating passenger 
rates between Europe and the United 
States, action was taken against them on 
the basis of the Sherman Act. The case 
was tried in the district court of New 
York, and the jurisdiction of the Ameri- 
can courts was assumed to be given be- 
cause the companies maintained branch 
offices in New York and because the 
transport of passengers between the 
United States and Europe formed part 
of the international trade of the United 
States. The court considered as irrele- 
vant that the participants of the agree- 
ment were foreigners, that the agreement 
was concluded in foreign countries, and 
that it was carried through outside the 
United States and with the use of foreign 


® Ervin Hexner, Grundlagen des tschechoslova- 
hischen Kartellrechies (Berlin, 1929), p. 123. (Trans- 
lated from the German by the present writer.) 


vessels.*3 In the Sisal case several Ameri- 
can bankers and some of their subsidiary 
companies were accused of having mo- 
nopolized the import of sisal. There was 
no quarrel about the jurisdiction of 
American courts, since all the incrimi- 
nated companies were American. It is 
significant, however, that the judgment 
emphasized that the combination af- 
fected economic relationships within the 
United States.* In the action taken 
against the Franco-German alkali cartel, 
the incriminated companies were the 
European firms participating in the car- 
tel and the American sales organization 
of the syndicate. The case ended with a 
consent degree.®’ The case against the 
Dutch quinine cartel also ended by con- 
sent decree. Finally, in the Canadian 
asbestos case, American firms were listed 
among the defendants, and for that rea- 
son the jurisdiction of the American 
courts was clearly established.” 

From the available historical evi- 
dence, it must be concluded that, so far, 
the Supreme Court has passed judgment 
only in cases of cartels which were organ- 
ized in the United States or had branch 
offices, agencies, or participating mem- 
bers in the United States. The suits 
against the shipping cartels have been 
decided only by district courts; the sisal 
and the asbestos cases involved Ameri- 
can firms, and the alkali and the quinine 
cases ended by consent decree. But the 
evidence also shows that the United 
States Supreme Court has considered 
foreign cartels under its jurisdiction if 


63 United States v. Hamburg Amerikanische 
Packet Fahrt-A. G. Company, 200 Fed. 806; cf. 
Oseas, op. cit., p. 46. 


4 United States v. Sisal Corporation et al., 274 
U.S. 268, 47 Sup. Ct. 592. 


$s Kartell Rundschau, 1929, p. 212. 


% Tbid., p. 55. For both cases see also Oseas, 
op. cit., pp. 47-50. 














their activities affect competitive condi- 
tions in the United States. A generaliza- 
tion of this principle might provide con- 
siderable breadth of action against car- 
tels organized by foreigners or controlling 
commodities which are wholly im- 
ported.*7 

3. One shortcoming of unilateral car- 
tel control is that it does not protect 
individual American competitors in third 
markets against the cartel. It has been 
argued, especially in support of Webb- 
Pomerene associations, that American 
firms could meet the competition of 
foreign cartels in third markets only if 
they themselves were cartelized, at 
least for export purposes. This conten- 
tion is true to some degree, though only 
if the American firms forming the as- 
sociation are relatively small. Such argu- 
ments could hardly be used by firms like 
General Motors, General Electric, Du 
Pont, or Standard Oil. Certainly these 
giant companies are large enough by 
themselves to be able to compete without 
cartelization in foreign markets—in fact, 
it could be argued that most cartels 





$7 Oseas (op. cit., pp. 61-62) arrives at a similar 
appraisal of the effectiveness of unilateral American 
prosecution of foreign cartels. 
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could be broken if they met competitors 
of that size. In some instances American 
producers are at a disadvantage because 
their costs of production are high. But in 
most fields of manufacturing, techno- 
logical conditions and the advantages of 
large-scale production place American 
firms in very favorable competitive posi- 
tions. In most manufactured products— 
certainly in fields in which we encounter 
today some of the most powerful cartels, 
such as chemicals, machinery, and elec- 
trical appliances—one competitor of the 
size of the leading United States firms 
may break cartels. 

The analysis shows that unilateral ac- 
tion, if carried through with energy 
and wisdom, can bring a fair degree of re- 
lief from the undesirable effects of inter- 
national cartels. It cannot, of course, 
completely eradicate the adverse effects 
of cartels, but the only alternative policy 
which would have more favorable results 
in the long run is one of genuine interna- 
tional collaboration. It would remain a 
feasible policy for the United States if its 
efforts to provide for international con- 
trol of restrictive business practice 
should fail. 
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AUSTRALIA’S CENTRAL BANK 


J. S. G. WILSON 


I 


N MARCH 9, 1945, the federal 
7) treasurer introduced into the 

Australian House of Representa- 
tives two bills,' the purpose of which was 
to modify considerably the structure of 
the Australian banking system. The all- 
inclusive and even radical character of 
these measures resulted in much contro- 
versy. This paper attempts to indicate 
with some degree of objectivity both the 
content of these measures and those por- 
tions of the public debate which were 
relevant. Indeed, this debate commenced 
months before the bills were introduced 
into the House, and there were repeated 
probings in the federal Parliament to 
establish the character of the proposed 
changes. At the same time, there began 
a series of related propaganda campaigns 
aimed at preventing the passage of the 
proposed legislation (the content of 
which was then only imperfectly known 
to the trading banks, which were the 
most interested parties). Alternatively, it 
was hoped that, by mobilizing public 
opinion against the proposals and by at- 
tempting to bring pressure to bear on 
parliamentarians of all parties, substan- 
tial modifications might be forced upon 
the government. Meanwhile, the govern- 
ment refused to show its hand until the 
details were completed and the scheme 
could be judged as a whole, although the 
main outline of the proposals appears to 
have leaked out in various ways. The 
chief fear in banking circles was national- 
ization and political control. 


* The Commonwealth Bank Bill and the Banking 
Bill. 
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II 


One of the most obvious purposes of 
the Commonwealth Bank Bill was to 
strengthen the central-banking functions 
of the Commonwealth Bank and to in- 
sure that the financial policy of the bank 
should be in harmony with the main 
decisions of government policy. At the 
same time, however, it was proposed to 
expand the bank’s general banking busi- 
ness by active competition with the 
trading banks, conducted through a de- 
partment whose accounts would be kept 
separate from those of the central bank 
proper. The Commonwealth Savings 
Bank and the departments concerned 
with rural credits and mortgage bank 
activities were to be continued under the 
general management of the governor of 
the Commonwealth Bank, and two new 
activities were added. These were the 
provision of finance to assist in the de- 
velopment of small industries through an 
Industrial Finance Department? and 
housing loans on credit foncier terms. 

The most effective arguments put for- 
ward to support the government view 
that the Commonwealth Bank should be 
further strengthened as a central bank so 
as to control effectively thé operations 
of the trading banks, while at the same 
time serving as an instrument of govern- 
ment financial policy, were drawn from 
the history of the bank during the years 
of the great depression. It was recalled 
that “the necessities of the economic 
situation in Australia [i.e., in 1929-33] 

*Somewhat along the lines of the Industrial 


and Commercial Finance Corporation in Great 
Britain. 
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produced a central bank. But it did not 
fully measure up to its responsibilities. 
In the opinion of the government, the 
Commonwealth Bank and the banking 
system should have done more to miti- 
gate the distress of the depression 
years.”’ However, the federal treasurer 
evidently believed that his trump card 
was the Report of the Royal Commission 
on Monetary and Banking Systems in 
Australia: “The commission reporting in 
1937 recognized that the Commonwealth 
Bank had developed into a central bank. 
But the commission believed that certain 
extensions of the powers and functions of 
the bank were required to enable it to 
carry out its responsibilities.’’4 It is fair 
comment that the treasurer was more 
than a little inclined to exploit the 
banking commission’s report and, at 
times, to give an interpretation decidedly 
more favorable to his own case than the 
commission could possibly have in- 
tended. 

One of the most controversial aspects 
of the Commonwealth Bank Bill was 
that which provided for differences of 
opinion between the government and the 
bank on questions of policy. The bank 
was required to inform the federal 
treasurer from time to time of its mone- 
tary and banking policy and, in the event 
of any difference of opinion which it was 
impossible to resolve by discussion, the 
treasurer might inform the bank that 
the government would itself accept re- 
sponsibility for the bank’s adoption of a 
policy in accord with government opin- 
ion. The bank would then be required to 
give effect to that policy.’ 

According to the goverrment, this 
provision gave practical effect to the 

3 Speech of the federal treasurer, Commonwealth 
of Australia, Parliamentary Debates (17th Parl., 
3d sess. [1945]), p- 547- 

4 Ibid. 


5 See Commonwealth Bank Act of 1945, sec. 9. 


views of the banking commission as ex- 
pressed in its report,® but critics of the 
new proposal contended that with the 
abolition of the bank board, which was 
also provided for in the bill, the power 
given to the treasurer of the day was 
open to abuse. It was also pointed out 
that, while members of a bank board 
could resign if they disapproved of par- 
ticular aspects of policy and, in that way, 
focus public attention on the particular 
point at issue, it would be less easy for a 
bank governor to resign from a position 
of full-time employment. Of course, 
even with a bank board, it was always 
possible for a government to influence 
the composition of the board, upon the 
expiry of the terms of its members; but 
it might well happen that a government 
would have to work with a board sub- 
stantially not of its own choosing. The 
board may have provided a greater de- 
gree of continuity of policy, but the 
situation could, at the same time, be a 
source of a considerable amount of 
friction.’ 

It is recognized that in the final 
analysis the views of a government with 
a majority in both Houses must prevail, 
because, whatever the law, it is open to 
the government to amend it by legisla- 
tion.* What the critics maintain is the 
likelihood of more considered action with 
a bank board than might possibly be the 
case under the new provisions. On the 
other hand, it might be argued that no 
responsible treasurer is really likely to 
abuse his powers, in view of the necessity 

®See Report of the Royal Commission on Mone- 
tary and Banking Systems in Australia (1937), 
par. 530, p. 206. 

7 The Scullin government (1929-32), for exam- 
ple, was unable to pass amending legislation and 
to carry out its considered financial policy because 


of the joint efforts of a hostile Senate and an un- 
sympathetic Commonwealth Bank board. 

§ Presumably, a government with a majority in 
the lower House only is, by that circumstance, pre- 
cluded from claiming full authority. 
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for him to justify his actions before the 
electorate. The treasurer might also be 
expected to receive the opinion of the 
bank governor with respect, and, in the 
framing of the general lines of policy, the 
governor’s influence would presumably 
be considerable. Nevertheless, and for 
the protection of the management of the 
bank itself, some critics have suggested 
that any overriding instruction given by 
the treasurer should be made in writing, 
so that its terms would be beyond dis- 
pute and, if necessary, available for 
future reference. 

However, in a sense, there is to be a 
substitute for the bank board in that the 
governor will be assisted by an advisory 
council.’ He will preside at all meetings 
of the council, whose duty it will be to 
tender advice on monetary and banking 
policy and on such other matters as are 
referred to it by the governor. It will not 
be concerned with ordinary matters of 
administration. Thus, the council will, to 
some extent, replace the bank board but 
will lack the executive authority of the 
latter. Moreover, as set up, the council 
is representative of some of the best 
financial brains in the country and in 
technical capacity is of much higher 
quality than was the old Commonwealth 
Bank board. Nevertheless, it lacks the 
freedom of public statement enjoyed by 
the board, in addition to which there is 
something to be said for a representation 
of the country’s major economic inter- 
ests on any body which is to be associ- 
ated with the framing of central banking 
policy. But the chief weakness of the 
new arrangement is the obvious inability 
of one man, no matter how outstanding 
his attainments might be, to manage 

* This at present comprises the secretary to the 
Treasury; the deputy governor, Dr. H. C. Coombs 
(director-general of postwar reconstruction) as an 
additional representative of the Treasury; the 


bank economist (Mr. L. G. Melville); and the secre- 
tary of the Commonwealth Bank. 
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competently an institution which is 
much more than a central bank, since it 
conducts general banking business as 
well as many other activities of a highly 
specialized character. Only one depart- 
ment—lIndustrial Finance—will be un- 
der the direct management of a general 
manager, and even he is responsible to 
the governor. In all other cases the gover- 
nor alone will be directly responsible for 
administration. 

One of the most important sections of 
the new bill is that embodying a formal 
recognition of the Commonwealth Bank 
as central bank. Originally, the Com- 
monwealth Bank was possessed of prac- 
tically no central-banking functions,’ 
but it gradually acquired the leadership 
and the powers necessary to such an in- 
stitution, substantially as a direct result 
of the part it had been called upon to 
play in times of crisis. In this connection, 
three crises were of particular importance 
—World War I, the great depression, and 
World War II. In World War I, the Com- 
monwealth Bank became the govern- 
ment’s banker and agent of the Com- 
monwealth Treasury on a large scale. 
During the great depression the force of 
circumstances obliged the Common- 
wealth Bank, almost against its will, to 
take charge of both the credit situation 
and the exchange rate. Finally, wartime 
powers granted the Commonwealth Bank 
under the National Security Act of 
1939-43" enabled it to complete its de- 
velopment as a central bank and to 
formulate means of credit control ap- 
propriate to Australian conditions. 

Thus, under the new Commonwealth 
Bank Act of 1945, the Commonwealth 
Bank is specifically enjoined to act as a 


te After 1913 it held the government’s account. 
Nevertheless, it had no active central-banking 
functions. 

" No. 15 of 1939, as amended by Nos. 44 of 1940 
and 38 of 1943. 
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central bank, and, in so far as it is re- 
quired to do so, it will continue to act as 
banker and financial agent to the Com- 
monwealth. It also has general powers to 
regulate the note issue, to receive money 
on deposit, to borrow and lend money, to 
discount and rediscount bills, to buy and 
sell securities, to deal in foreign currency 
and in gold, to establish credits and give 
guaranties, to issue bills and drafts, to 
effect transfers of money, and to under- 
write loans.” 

New capital provisions are another 
feature of the act. In the first instance 
the Commonwealth Bank did not raise 
any capital but commenced business on 
the basis of a temporary loan from the 
government. Subsequently, £4 million 
was transferred to capital account from 
the bank’s reserve fund, which had ac- 
cumulated by June, 1944,"° a further 
£4,130,010. The new legislation provides 
that, for purposes of central banking, 
the capital of the Commonwealth Bank 
shall consist of £4 million to be trans- 
ferred from existing capital plus such 
other amounts as may be transferred to 
capital account from a “(Commonwealth 
Bank Reserve Fund” to be established. 
Separate and additional provision has 
been made for the capital requirements 
of the general banking division, rural 
credits, the mortgage-bank department, 
and industrial finance, respectively. 

It may seem surprising that the Com- 
monwealth Bank, now a central bank, 
should continue to carry on general 
banking business, since it is unusual for a 
central bank to engage in trading-bank 
activities. It is even more strange to find 
that the bank is now enjoined “to de- 
velop and expand its general banking 


™ See Commonwealth Bank Act of 1945, sec. 13. 


3 The last annual accounts prior to the intro- 
duction into Parliament of the new banking pro- 
posals in March, 1945. As of June, 1945, the reserve 
fund stood at £4,369,159. 


business.’”’ Indeed, the bank, through its 
general banking division, “shall not re- 
fuse to conduct banking business for any 
person, by reason only of the fact that to 
conduct that business would have the 
effect of taking away business from an- 
other bank.”"* It is sometimes argued 
in Australia that Commonwealth Bank 
competition with the trading banks is a 
useful supplement to its central-banking 
powers. But this argument has now lost 
much of its force, as adequate means of 
control suitable to Australian conditions 
have been in operation since November, 
1941, first as a wartime measure and 
since continued as a permanent feature 
of Australian banking under the new 
Banking Act of 1945, which provides for 
the control of the trading banks along 
lines similar to those applied during the 
war years. In any event, use by the cen- 
tral bank of its trading powers could 
never have been a very flexible instru- 
ment of credit control. Nor can active 
competition with the trading banks be 
justified as necessary to keep the central 
bank in touch with credit and general 
trading conditions. There was some ex- 
cuse, on these grounds, for the passive 
competition which it was formerly the 
Commonwealth Bank’s policy to main- 
tain. But it is difficult to justify an ac- 
tive competition for general banking 
business on the basis of the same argu- 
ment. Moreover, it is the view of the 
present writer that the Commonwealth 
Bank might more appropriately have de- 
veloped its economic intelligence service 
as the most efficient means of keeping in 
touch with current credit conditions. 
The Economist’s Department has been 
expanded in recent years, but it cannot 
yet be claimed that it carries a staff ade- 
quate to its responsibilities. It is true, of 
course, that the general banking division, 
though subject to the ultimate control 
%4 Commonwealth Bank Act of 1945, sec. 18. 
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of the governor, will be formally separate 
from the central bank with separate ac- 


counts and a separate balance sheet. 


Nevertheless, assuming that the govern- 
ment desires to engage in trading-bank 
activities, it would probably have been 
wiser to have assigned the trading-bank 
activities of the Commonwealth Bank to 
an entirely separate institution under 
independent management. There are 
times when central-bank policy conflicts 
with that of a trading bank, and it seems 
scarcely advisable, therefore, to combine 
the two different forms of activities un- 
der one management. 

Under the note-issue provisions of the 
Commonwealth Bank Act of 1945,% 
Australian notes, which have been issued 
by the note-issue department of the 
Commonwealth Bank since 1920, are 
the only currency notes which may be 
legally issued and circulated in Australia. 
The Bank Notes Tax Act of 1910 (which 
taxed out of existence the notes of the 
trading banks) has now been repealed as 
unnecessary. But the most important 
change relates to the note-issue reserve. 
As Australian notes are no longer con- 
vertible into gold, it is held that now 
there is no need for any direct relation- 
ship between the note issue and Aus- 
tralian overseas funds and/or gold. The 
government holds the practical view that 
it is essential that the Commonwealth 
Bank should issue sufficient notes to 
meet the day-to-day requirements of the 
public and that, under modern condi- 
tions, more emphasis needs to be placed 
on control over the credit base of the 
trading banks, the main constituent of 
which now is deposits with the central 
bank. What the government may not 
have recognized, however, is the neces- 
sity for the Commonwealth Bank also to 
regulate its own credit policy along sound 
lines.** Granted that condition, there is 

*5 Secs. 39-62. 


no inherent danger in the new position, 
since the notes issue is, in reality, only 
the small change of the credit structure. 


Ill 


In general, the objective of the Bank- 
ing Bill, which was a cognate measure, 
was to continue in operation the wartime 
controls over the trading banks. Thus 
any person other than a body corporate 
was to be prohibited from carrying on 
banking business in Australia. Specific 
exemptions might, however, be granted 
to pastoral companies, travel agencies, 
and other firms that normally conduct 
certain banking transactions for their 
customers in conjunction with their 
main business.*? 

For the purpose of “protecting de- 
positors,” it is provided in the Banking 
Act of 1945 that the Commonwealth 
Bank may at any time obtain informa- 
tion regarding the financial stability of 
a trading bank. Should a trading bank 
fail to supply information sought by the 
Commonwealth Bank, the latter now 
has power to appoint one of its officers 
to investigate the affairs of the bank in 
question. On the other hand, if a trading 
bank finds that it is likely to become un- 
able to meet its obligations or is about to 
suspend payment, it is required immedi- 
ately to inform the Commonwealth 
Bank, which may then investigate its 
affairs and, if necessary, assume control 
of and carry on its business. Indeed, the 
Commonwealth Bank can now take such 
action on its own initiative, if in its opin- 
ion a bank is likely to become unable to 
meet itsobligations or is about tosuspend 

6 For example, in its “White Paper” —Full Em- 
ployment in Australia (1945)—the Australian 
government would seem to favor an expansionary 
credit policy as the best means of achieving a high 
and stable level of employment, though it does 


speak rather vaguely (at p. 9) of the problem of 
“excess spending” and of “the dangers of inflation.” 


17 See Banking Act of 1945, secs. 6—10. 
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payments. Once having assumed control 
of the business of a trading bank, the 
Commonwealth Bank must then remain 
in control until the deposits with that 
bank have been repaid or suitable pro- 
vision has been made for repayment. 
Trading banks are also to hold in Aus- 
tralia tangible assets of a value not less 
than the total amount of their deposit 
liabilities.** 

It is generally accepted today that 
monetary influences are an important 
factor contributing to cyclical fluctua- 
tions. An expansion of bank credit makes 
possible—if it does not cause—that rela- 
tive overexpansion of investment activ- 
ity which is characteristic of the boom. 
Despite the popularity of Keynesian 
economics in recent years, it remains 
true that control of the boom is a condi- 
tion of avoiding depression, and this in- 
volves not only strict control over the 
total amount of bank lending but, in ad- 
dition, some reduction of loans to sectors 
of the economy prone to relative over- 
investment. 

One of the main functions of a central 
bank is to regulate the volume of credit 
so that cyclical fluctuations may be 
damped, if not controlled. To do this ef- 
fectively, the central bank must be able 
to control the availability of trading- 
bank cash (which includes deposits at 
the central bank), since this is the basis 
of bank lending. Different methods—in 
each case, methods appropriate to local 
conditions—have found favor in various 
countries, but the basic problem has been 
the same. In common with other coun- 
tries, Australia’s financing of war ex- 
penditure through its central bank has 
resulted in large increases in both the de- 
posit liabilities and the cash resources of 
the trading banks. Under National 
Security (War-Time Banking Control) 
Regulations,’ the wartime increase in 

18 Tbid., secs. 11-15. 


the trading banks’ cash reserves*® was 
effectively immobilized for the time 
being as “surplus investible funds” in 
“Special Accounts” with the Common- 
wealth Bank. It was feared that in the 
absence of a continuing control, provided 
for by legislation, these funds could be 
used as the basis of an inflationary post- 
war expansion of trading-bank advances 
and investments. For this reason a meth- 
od had to be found for dealing both with 
these balances and with any further in- 
creases in the liquid funds of the trading 
banks. The Special Account procedure, 
which worked so well during the war 
years and which appeared to be the ideal 
instrument for quantitative credit con- 
trol under Australian conditions, was 
therefore continued under the Banking 
Act of 1945. The Commonwealth Bank 
was thereby empowered to require each 
trading bank to lodge in its Special Ac- 
count such sums as the central bank 
might consider to be necessary in the 
light of current credit conditions. How- 
ever, as an upper limit, the Common- 
wealth Bank might not require the lodg- 
ment of an amount which would cause 
the balance in a bank’s Special Account 
to exceed the amounts transferred from 
its wartime Special Account, plus any in- 
crease in the bank’s assets following the 
commencement of the appropriate pro- _ 
visions of the Banking Act of 1945. The 
Commonwealth Bank might permit with- 
drawals from these Special Accounts, 
though (possibly) subject to conditions. 
Interest is paid to each bank semi- 
annually on the daily balance of its 
Special Account at a rate not exceeding 
17s. 6d. per cent per annum, to be de- 
termined from time to time by the Com- 
monwealth Bank, with the approval of 
the federal treasurer. The rate of interest 


% Statutory Rule No. 272 (1941). 


7° By August, 1945 (average of weekly figures), 
this increase amounted to £224 million. 
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paid on the wartime Special Accounts 
was I5s. od. per cent per annum. 

In order to control the direction of 
bank lending, the National Security 
(War-Time Banking Control) Regula- 
tions provided that “‘in making advances 
a trading bank shall comply with the 
policy laid down by the Commonwealth 
Bank from time to time,” a power 
which proved to be a useful instrument 
under wartime conditions in stimulating 
the transfers of resources necessary to 
the switch-over from peace to war and 
an essential continuing power in the post- 
war transition period as well. Indeed, 
some expert opinion” claims that this is 
a necessary power at all times, if the 
credit resources of a nation are to be put 
to their best use and if the making of 
trading-bank advances is not to lead to 
an unbalanced expansion of credit. As a 
continuation of similar wartime powers, 
the new legislation” has therefore pro- 
vided that, where the Commonwealth 
Bank is satisfied that it is necessary or 
expedient to do so in the public interest, 
the Commonwealth Bank may determine 
the policy to be followed by other banks 
in relation to advances. Thus, the Com- 
monwealth Bank may give directions, 
with which each bank must comply, as 
to the classes of purposes for which 
trading-bank advances may or may not 
be made. However, the Commonwealth 
Bank may not “make any determination 
or give any direction with respect to an 
advance made, or proposed to be made, 
to any particular person.” 

Supplementing this power to control 
the direction in which credit is granted, 
the Commonwealth Bank is also required 
to control other forms of trading-bank in- 

* See, e.g., A. G. B. Fisher in evidence before 
the Royal Commission on Banking and Monetary 
Systems in Australia, Minutes of Evidence, II, 12009; 


also A. F. W. Plumptre, Central Banking in the 
British Dominions (Toronto, 1940), pp. 210-11. 


See Banking Act of 1945, sec. 27. 


vestment. For instance, except with the 
consent in writing of the Commonwealth 
Bank, a trading bank may not purchase 
or subscribe to securities of the Com- 
monwealth or of a state, securities of any 
local governing body in Australia, or 
securities listed on an Australian stock 
exchange.” Again, this provision contin- 
ues in operation previous arrangements 
under National Security Regulations. 

In addition to controlling the quantity 
of credit to be made available to the 
community and the directions in which 
it is to be loaned, the Banking Act of 
1945 empowers the Commonwealth Bank 
to control terms of lending—i.e., inter- 
est rates—in connection with banking 
transactions. In the opinion of the Royal 
Commission on Banking, which reported 
in 1937, it was “the responsibility of the 
Commonwealth Bank to determine gen- 
erally in what direction and to what ex- 
tent interest rates should move.’’*4 It was 
only after the outbreak of war, however, 
that the Commonwealth Bank came to 
exercise an official control over interest 
rates** by means of powers under the 
National Security (Economic Organiza- 
tion) Regulations.** It is the govern- 
ment’s view that control of interest rates 
will be just as important in the postwar 
period as during the war years and that 
a low rate of interest will encourage the 
maintenance of a high level of economic 
activity and employment. For this rea- 
son, the Commonwealth Bank has been 

23 Tbid., sec. 28. 

4 Report of the Royal Commission, par. 561, p. 
216. 

#5 It had previously been the practice to depend 
upon “central bank leadership.” With the exception 
of an unfortunate disagreement between the cen- 
tral bank and the Bank of New South Wales in 
March, 1936, arising out of the former’s experi- 
ment in selling Treasury bills to the public, all 
changes in rates made after December, 1934, were, 
in point of fact, initiated by the Commonwealth 
Bank. 

*% Statutory Rule No. 76 (1942), a8 amended by 
Statutory Rule No. 81 (1942). 











given power, subject to the treasurer’s 
approval, to make regulations to con- 
trol rates of interest payable to or by 
banks or to or by persons in the course 
of any banking business carried on by 
them, or rates of discount chargeable 
by banks or by other persons in the 
course of any banking business carried on 
by them. The regulations may also pro- 
vide that no interest is to be paid on de- 
mand deposits (except savings-bank de- 
posits and then only up to a certain 
specified deposit amount).?’ 

The Commonwealth Bank has thus 
been given all the power it requires to 
control effectively the supply and dis- 
tribution of bank credit in Australia, 
though the present general high level of 
liquidity may largely negative its con- 
trols during the early postwar years, when 
continued physical controls over produc- 
tion and distribution will be the only ef- 
fective means available of curbing the 
forces of inflation. Indeed, it is probable 
that the maintenance of cheap money 
as a permanent feature of government 
policy will make increasingly difficult— 
if not impossible—central-bank control 
of the traditional type** and may, of it- 
self, lead to the perpetuation of a large 
measure of the physical control con- 
sistent only with planned economy. The 
alternative is inflation. There is also a 
feeling among trading bankers in Aus- 
tralia that the powers recently accorded 
the central bank are too wide and might 
be used for other purposes. They ac- 
knowledge, however, that much depends 
on the spirit in which the legislation is 
applied. On the other hand, banking to- 
day is an activity so vital to the welfare 
of the community that, in almost all 
countries, there is a large measure of 


27 See Banking Act of 1945, Part V. 

**Cf. “The Technique of Cheap Money,” 
Economist, CXLIX, No. 5319 (April 8, 1945), 
161-62. 
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agreement that public control is neces- 
sary, and effective control is not possible 
without wide powers. But if the control 
is to be informed, it is essential that the 
central bank “should equip itself with 
all possible facilities for ascertaining 
economic trends in Australia and 
abroad.”*® For this purpose the central 
bank requires, first, a greatly expanded 
Economist’s Department and, second, 
access to a much wider range of statistics 
than it has at present. It would seem, 
however, that the method of control 
adopted is eminently suited to Australian 
conditions, since the narrowness of the 
security market and the immaturity of 
financial institutions generally do not 
permit the effective use of the tradition- 
al methods of credit control worked out 
for more mature economies, such as the 
United Kingdom and the United States. 
Thus, open-market operations have been 
little used in Australia, and there is no 
mechanism, such as the London Money 
Market, through the delicate operation 
of which interest-rate changes can be im- 
plemented.*° In these circumstances 
central-bank leadership is likely to be 
slow and difficult and the forces and 
tradition less persuasive than the legal 
powers of compulsion. Hence, formally, 
the Australian system resembles more 
the American than the British arrange- 
ment. Even the Bank of England Act of 
1946 has scarcely altered the latter, since, 
in many respects, it has only given statu- 
tory recognition to rules already gen- 
erally accepted.* 


2% Report of the Royal Commission, par. 621, 
p. 238. 

3° However, the efficacy of interest-rate changes 
as an instrument of policy has been questioned in 
recent years, as a result of the researches of a group 
of Oxford economists. For summary see Oxford 
Economic Papers, No. 1 (October, 1938), and No. 3 
(February, 1940). 

#* The only major and revolutionary changes 
(apart from ownership) are contained in sec. 4, 
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IV 


Before the great depression of the 
early thirties, the Australian trading 
banks were the chief dealers in foreign 
exchange in the country. They had 
agreements among themselves the gen- 
eral object of which was to achieve a 
stable exchange rate at an approximate 
parity with sterling. In other words, the 
sterling exchange rate was not deter- 
mined in a completely free market. Any 
strain on the exchange rate with sterling 
was met by permitting movements in 
London funds.** Then, in 1929, came a 
decline in the prices of Australia’s 
staple exports and a drying-up of Lon- 
don loan funds. This affected unfavor- 
ably the Australian balance of payments 
and placed a great strain on the London 
exchange rate, forcing it beyond the 
gold-export point. In order to meet the 
demand for funds in London for the pur- 
pose of servicing government debts 
there, an act was passed*? empowering 
the Commonwealth Bank to secure such 
gold as was available in Australia, most 
of which was in the hands of the trading 
banks. As a result, £12 million of trad- 
ing-bank gold was transferred to the 
Commonwealth Bank in return for de- 
posits with itself. 
which, inter alia, empowers the Treasury from time 
to time to “give such directions to the Bank as after 
consultation with the Governor of the Bank they 
think necessary in the public interest” and also 
empowers the Bank, if it thinks it necessary in the 
public interest, to “request information from and 
make recommendations to bankers, and... . if so 
authorised by the Treasury, [to] issue directions for 
the purpose of securing that effect is given to any 
such request or recommendation.” Furthermore, 
the latter provision is hedged about with safe- 
guards, and, apart from the matter of increased 
Treasury influence, the position has changed little 
from what it was before. In particular, the mechan- 
ism of central-bank control is to remain much the 
same as previously. 

#See Report of the Royal Commission, pars. 
95 and 100, pp. 40-41 and 42-43. 

33 No. 31 of 1929. 


However, the continued shortage of 
London funds at the low price which 
most of the banks (including the Com- 
monwealth Bank) were anxious to main- 
tain and the continued need for govern- 
ments (Commonwealth and state) for 
funds to service their debts resulted in 
the Mobilization Agreement of 1930, 
which was continued in operation in a 
slightly modified form until the outbreak 
of war in 1939. Indeed, the Royal Com- 
mission, which reported on Australia’s 
monetary and banking system in 1937, 
recommended that this agreement should 
be made permanent and not terminable 
at any time by any of the parties to it.34 
Under this agreement, the Common- 
wealth Bank and the trading banks con- 
tributed month by month a certain pro- 
portion of their current receipts of Lon- 
don funds to a pool for use in covering 
government obligations abroad. 

Even so, the Commonwealth Bank 
was not in control of the exchange situa- 
tion at the time this agreement was 
reached. The exchange movement of 
January, 1931, for instance, which took 
the rate up to A£130= EL100, occurred, 
first, in a market outside the banking 
system. Subsequently, it was followed 
and overtaken by the Bank of New 
South Wales, and, finally, the Common- 
wealth Bank and the other trading 
banks adjusted their rates to the new 
situation. Then, at the end of 1931, 
after conferences in which it failed to 
secure the assent of the trading banks to 
its proposals, the central bank changed 
the rate on its own initiative to A£125= 
E£100. Since then, Commonwealth Bank 
responsibility for exchange-rate policy 
has received general recognition. In addi- 
tion, legislation was passed in 1932 
which explicitly recognized the fact that 
Australia was on a sterling-exchange 

344See Report of the Royal Commission, pars. 
594-97; PP- 230-31. 

















standard and not on gold and indicated 
its probable continuance in that posi- 
tion. 

In recommending a new Exchange 
Mobilization Agreement binding for a 
period of years, the Royal Commission 
on Banking felt it desirable that the 
Commonwealth Bank be provided with 
sufficient overseas funds, not merely to 
provide for debt service, but also to assist 
it in the performance of its central-bank 
functions. “We contemplate an agree- 
ment,” they wrote in 1937, “which would 
provide for the oversea debt service as at 
present, and for some additional amount 
to enable the Commonwealth Bank to 
build up its reserves of London funds.’’5s 

Exchange control has been in opera- 
tion under National Security (Exchange 
Control) Regulations,** supplemented by 
a system of import licensing under the 
Customs Act of 1901-36, since just prior 
to the outbreak of war in 1939.*7 This 
was necessary to insure Australia’s 
foreign-exchange resources’ being used 
primarily to further the war effort and 
for essential civilian purposes. The gov- 
ernment hopes that after the postwar 
transition period exchange control will 
no longer be necessary;** but because 
overseas resources may not always be 
sufficient to meet normal exchange re- 
quirements, it is anxious to make emer- 
gency provision for exchange control even 
after the expiration of the National 
Security Act of 1939-43.%° 

Thus exchange control has insured the 
mobilization of Australia’s overseas re- 


35 Ibid., p. 230. 

% Statutory Rule No. 48 (1941), as amended by 
Statutory Rules Nos. 96, 123, and 206 (1941), and 
by Statutory Rule No. 296 (1943). 

37 Exchange control was imposed on August 28, 
1939. 


38 See Memorandum explaining the provisions of 
the Banking Bill of 1945, p. 13. 


39 Which was to operate only for the duration of 
the war and 6 months thereafter. 
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sources during the war by requiring the 
banks to make available to the Common- 
wealth Bank a proportion of their re- 
ceipts of London funds after effecting 
payments in respect of imports of goods 
and for services rendered by parties over- 
seas. But, since it is proposed to control 
foreign exchange in the postwar period 
only in the event of emergency condi- 
tions, the Commonwealth Bank must 
also be empowered to mobilize London 
funds accruing to the Australian bank- 
ing system after the withdrawal of ex- 
change control. Under the Banking Act 
of 1945*° the Commonwealth Bank may 
buy whatever proportion it may need of 
any foreign currency which the trading 
banks accumulate abroad as a result of 
their Australian business after the com- 
mencement of the act; but, in exercising 
this right, the Commonwealth Bank is 
required to take the same proportion 
from each bank, and it must make al- 
lowance for any blocked balances which 
the banks may hold. The price at which 
transactions in sterling are to be effected 
is to be a matter of agreement between 
the Commonwealth Bank and the trad- 
ing banks or, in default of agreement, as 
determined in an action for compensa- 
tion. Special provisions insure that the 
trading banks will have sufficient foreign 
currency available to meet all their 
normal business requirements. 

Some mention must also be made of 
the gold provisions in the Banking Act. 
As long as gold remains an international 
medium of exchange, it can be argued 
that national holdings of it should be 
concentrated in the hands of some such 
authority as the central bank. When 
Australia went off the gold standard in 
1929, the Commonwealth Bank Act 
was amended to give the federal treasur- 
er power to authorize the Common- 
wealth Bank to obtain particulars of 

4° See secs. 23-26. 
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gold coin and bullion held in Australia 
and to require the exchange of gold 
for Australian notes. The export of 
gold was also controlled. During World 
War IT all transactions in gold were con- 
trolled by the Commonwealth Bank un- 
der the National Security (Exchange 
Control) Regulations, and the new 
Banking Act grants similar powers for 
use (if necessary) after the expiration or 
repeal of the present regulations. The 
consent of the Commonwealth Bank may 
be required, for example, for the taking 
or sending of gold out of Australia, and 
any person who has gold in his possession 
or under his control may be required to 
deliver it to the Commonwealth Bank or 
to some other prescribed authority, such 
as a mint. Naturally, provision is made 
for the use of gold for professional or 
trade purposes. The Commonwealth 
Bank will pay for gold delivered to it at a 
price fixed and published by itseif, 
though the seller may, if dissatisfied, 
have the price determined in an action 
for compensation against the Common- 
wealth Bank. Since these provisions may 
not be required as a permanent feature of 
central-bank control, they may be 
brought into operation (or suspended), 
wholly or in part, by proclamation. 

Thus the vulnerability of Australia 
as an open economy may now be safe- 
guarded by appropriate central-bank ac- 
tion. In the past, Australian prosperity 
has been very dependent on conditions 
overseas, and it is not expected that the 
postwar situation will be markedly dif- 
ferent in this respect. Appropriate bank- 
ing policy can overcome some of the dis- 
advantages of this position, however, 
and the Commonwealth Bank is now 
endowed with sufficient power to imple- 
ment such measures as may be necessary 
to cushion Australia’s home economy 
against external shocks. 


V 


With the exception of the provisions 
relating to the establishment and opera- 
tion of the Industrial Finance Depart- 
ment and the making of housing loans 
on credit foncier terms (Parts X and XI 
of the act), the new Commonwealth 
Bank Act was brought into operation on 
August 21, 1945, the commencement of 
the two parts referred to being deferred 
until the essential preparatory arrange- 
ments could be made. The Banking Act 
also became operative at that time; but, 
as suitable controls were already being 
exercised under National Security Regu- 
lations in respect of foreign-currency 
transactions, interest rates, and gold, the 
government preferred not to make opera- 
tive for the time being the relevant pro- 
visions of the act. On the other hand, 
the provisions of the National Security 
(War-Time Banking Control) Regula- 
tions were superseded, and these regula- 
tions were therefore repealed on August 
29, 1945. Further, and in accordance 
with the provisions of the Common- 
wealth Bank Act, the accounts of the 
general banking division of the bank were 
separated from the other accounts of the 
bank, and central-bank statistics were 
published for the first time under the 
date of August 27, 1945." Finally, the 
provisions of the Commonwealth Bank 
Act relating to the establishment and 
operation of the Industrial Finance De- 
partment and the making of loans on 
credit foncier terms (Parts X and XI of 
the act) were put into operation on 
January 2, 1946. Hence, all the pro- 
visions of the Commonwealth Bank Act 
have now become effective. 


CANBERRA UNIVERSITY COLLEGE 
AUSTRALIA 


4*See Commonwealth Bank Statistical Bulletin, 
September—November, 1945, p. 15. 











THE DUAL-DEBT SYSTEM AS A METHOD OF FINANCING 
GOVERNMENT CORPORATIONS 


FRITZ KARL MANN 


OVERNMENT corporations unique- 
(5 ly combine the advantages of 

private enterprise with those of 
public institutions. Thriving in the twi- 
light zone between government and busi- 
ness, they enjoy administrative inde- 
pendence withheld from regular govern- 
ment departments. At the same time, 
they benefit from tax exemption unavail- 
able to private concerns, and often enjoy 
a public guaranty of their debts, with re- 
gard either to interest or to principal or 
to both. Depending as they do upon the 
occurrence of some as yet uncertain 
event, the government’s commitments to 
the creditors of its corporation are 
termed “contingent liabilities.” A gov- 
ernment which, in addition to its direct 
debt, assumes contingent liabilities may 
be said to rely on the “dual-debt sys- 
tem.’” 

Was there any compelling reason for 
the extraordinary financial assistance 
which the United States has given to its 
government corporations? In what form 
and to what extent have contingent lia- 
bilities been assumed on their behalf? 
How did these contingent liabilities affect 
the federal debt and the budgetary situa- 
tion? What were the motives for their 
gradual elimination since 1941? Are they 
likely to disappear definitely from the 
financial scene, or should their revival 
in a more or less distant future be ex- 
pected? These and similar questions 
will be discussed in this article. 


* This term has been used by H. Walter Har- 
greaves, “The Guaranteed Security in Federal 
Finance,” Journal of Political Economy, L (August, 
1942), 559. 
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Our analysis will be confined to federal 
guaranties on behalf of government cor- 
porations and will not attempt to treat 
other indirect obligations, such as the 
federal guaranties of United States 
Postal Savings and of Federal Reserve 
Notes. 


I. THE SPREAD OF GOVERNMENTAL 
GUARANTIES 


To the guardians of the public purse, 
government corporations are attractive 
because they need not be fully financed 
by budgetary appropriations; as legal 
entities, they may supplement their 
funds by borrowing on their own ac- 
count. Yet the credit standing of an in- 
dependent governmental agency may be 
less secure than the credit standing of the 
government. Most American investors, 
for instance, may prefer to loan to the 
federal government, since its credit is 
directly backed by the taxable capacity 
of the whole country. Under such cir- 
cumstances a remedy may be found in 
the form of a federal guaranty of obliga- 
tions issued by government corporations. 
Apparently, this device prevents invest- 
ors from discriminating sharply between 
the two groups of securities. 

This policy is no modern invention. 
For many centuries central governments 
have indorsed obligations of private, as 
well as public, organizations. Religious 
institutions, municipalities, railroad com- 
panies, and business firms have bene- 
fited from this policy. Within the limits 
of the present article it would be pre- 
sumptuous to try to appraise the di- 
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versified techniques and objectives and 
the favorable, as well as the unfavorable, 
results of these public guaranties. It may 
be mentioned, however, that after the 
Civil War the debts of Alabama, Georgia, 
Louisiana, and South Carolina included 
many contingent liabilities in the form of 
indorsed bonds.” 

In part, at least, this policy has been 
vindicated. From the viewpoint of public 
finance, in many cases it proved to be a 
harmless venture. Without running a 
serious risk, governments could assist in 
the organization and operation of public, 
semipublic, and private agencies. Even 
proponents of the orthodox school of 
“sound finance’ felt satisfied that con- 
tingent liabilities would add neither to 
the tax burden nor to the amount of the 
public debt. The ease of this course of 
action may partly explain why, in peri- 
ods of increased financial stringency— 
such as after World War I and during 
the great depression—the United States 
and several European countries relied on 
contingent liabilities as a legitimate 
method of emergency financing. 

Nevertheless, it would be erroneous to 
infer from its many satisfactory results 
that the assumption of contingent lia- 
bilities by the central government could 
always be justified or should be consid- 
ered as a mere formality. In the past, 
public credit has often been abused on 
behalf of private interests. Hence, argu- 
ing from such unfavorable experience, 
politicians have questioned the need for 
those governmental commitments; and 
public opinion, aware of the possible 
threat to financial stability, has demand- 
ed safeguards against their repetition. 
Such a reaction was particularly strong 
in the American states by the middle of 
the nineteenth century. Led by Rhode 
Island (1842), many of them restricted 


*B. U. Ratchford, American State Debts (Dur- 
ham, N.C.: Duke University Press, 1941), p. 176. 


or simply forbade those commitments by 
constitutional amendment.’ 

Yet any appraisal of the dual-debt sys- 
tem would be rather general or even 
superficial without distinguishing among 
several forms of governmental com- 
mitments. First, we should segregate 
total and partial, direct and indirect, 
guaranties. 


II. TOTAL AND PARTIAL GOVERNMENTAL 
GUARANTIES 


Sad experiences of the past may also 
explain why the federal government, in 
a more recent period, showed some re- 
luctance to pledge its faith for the fulfil- 
ment of obligations incurred by inde- 
pendent agencies and government cor- 
porations. Occasionally, it not only tacit- 
ly withheld its indorsement but expressly 
forbade by law the assumption of any 
federal liability regarding those obliga- 
tions and openly warned the public 
against any possible misunderstanding. 
When, for instance, the Federal Inter- 
mediate Credit Banks were authorized 
to issue debentures, it was stipulated 
that the United States government as- 
sumed no direct or indirect liability and 
that all such debentures and other obli- 
gations should “contain conspicuous and 
appropriate language . . . . clearly indi- 

3 Constitution of Rhode Island (1842), Art. IV, 
sec. 13: “... . nor shall they [the general assembly] 
in any case, without such consent fof the people] 
pledge the faith of the state for the payment of the 
obligations of others” (Francis Newton Thorpe, 
The Federal and State Constitutions [:909], VI, 
3227-28). 

Constitution of New Jersey (1844), Art. IV, 
sec. VI (3): “The credit of the state shall not be 
directly or indirectly loaned in any case” (Thorpe, 
op. cit., V, 2603). 

Constitution of New York (1846), Art. VII, 
sec. 9: “The credit of the state shall not, in any 
manner, be given or loaned io, or in aid of any indi- 
vidual association or corporation” (Thorpe, of. cit., 
p. 2668). 

See also Ratchford, of. cit., p. 122; and Gaston 
Jéze, Cours de science des finances (6th ed.; Paris, 


1922), p. 196. 
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cating that no such liability is assumed.’’* 
For the same purpose, the Federal Home 
Loan Bank Act provides that all obliga- 
tions of the Home Loan Banks “shall 
plainly state that such obligations are 
not obligations of the United States and 
are not guaranteed by the United 
States.’’s More frequently, of course, the 
guaranty on behalf of government cor- 
porations and other independent agen- 
cies was tacitly withheld. 

For the purpose of illustration the fol- 
lowing list gives the names of some agen- 
cies and groups of agencies which, with- 
out federal indorsement, were expected 
to borrow on their own account, and the 
type of their securities. It is noteworthy 
that, in a few cases, the amount of the 
obligations to be issued was not limited.° 
Federal Deposit Insurance Corporation (bonds, 

notes, and debentures) 

Electric Home and Farm Authority (notes) 

Federal National Mortgage Association (bonds, 
notes, and debentures) 

Reconstruction Finance Corporation Mortgage 

Company (notes, not limited) 

Federal Home Loan Banks (debentures) 

Federal Savings and Loan Insurance Corpora- 
tion (not specified; amount not limited) 

Banks for Cooperatives (debentures) 

Federal Intermediate Credit Banks (notes, de- 
bentures) 

Federal Land Banks (bonds, short-term notes) 

Regional Agricultural Credit Corporations (not 
specified; amount indefinite to extent of 
security) 

Rural Electrification Administration (notes) 

Disaster Loan Corporation (not specified; 
amount not limited) 


Lack of federal indorsement was, in 
general, justified on the ground that ob- 
ligations of those agencies were sufficient- 
ly secured by collateral and, in addition, 

412 U.S.C. 1043. See Financial Statements of Cer- 
tain Government Agencies (Senate Doc. No. 172 


[76th Cong., 3d sess.]), Part II, p. 467. (Hereafter 
cited as “Financial Statements.) 


5 Federal Home Loan Bank Act (47 Stat., chap. 
522, p. 746, sec. 15). 
6 See Financial Statements, Part II, p. 40. 


made attractive by substantial tax privi- 
leges.’ Still it would be misleading to con- 
clude that the investing public was al- 
ways convinced of the irrelevancy of the 
public indorsement. Even a limitation of 
the governmental guaranty was ap- 
praised on the money market, and as 
shown in two instances, affected un- 
favorably the carrying-out of the govern- 
mental program. These cases of a partial 
governmental guaranty demonstrate also 
the problematic value of any halfway 
measure in this special field of public 
credit. 

The first case is that of one of the 
largest government credit agencies, the 
Home Owners’ Loan Corporation, which, 
from its early beginnings in 1933, was 
granted a substantial borrowing power of 
$2 billion. Did the bonds to be issued by 
the corporation need any federal guar- 
anty? In the spring of 1933 the Banking 
and Currency committees of both Houses 
devoted some time to a discussion of this 
question. 

When, in the following debate in the 
House, some doubt was raised as to 
whether the public would invest in these 
bonds without a guaranty of the prin- 
cipal, Mr. Steagall, chairman of the 
House committee, emphasized that the 
corporation’s capital of $200 million and 
the security supporting the mortgages 
received in exchange would make the 
bonds attractive. To the applause of the 
House, he emphatically warned against 
the assumption of another huge liability 
by the United States: “It would be a 
serious thing to have the Treasury un- 
dertake to guarantee principal and inter- 
est on bonds covering the enormous 
home mortgage indebtedness of the 
country, amounting to over $20,000,000, - 
ood. There is an end to what can be pru- 
dently done in having the Treasury as- 
sume the burdens involved in such a stu- 

1 Ibid., p. 5. 
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pendous program.”* Guided by these 
considerations, the Congress resolved to 
confine the governmental guaranty to 
the interest on the bonds.? Soon, how- 
ever, it appeared that this cautious atti- 
tude hindered the corporation in per- 
forming its relief functions of granting 
emergency long-term mortgage loans at 
low interest rates to distressed urban 
homeowners. These loans were made not 
by cash but by the exchange of the cor- 
poration’s bonds for the mortgages. Al- 
though exempt from federal, state, and 
local taxation, the bonds were—accord- 
ing to a report of the Home Loan Bank 
Board'*°—‘“not as well received as the 
Board hoped they would be.” Many 
mortgagees refused to accept the Home 
Owners’ Loan Corporation bonds in ex- 
change for their mortgages. The lack of 
confidence was so great that the cor- 
poration’s 4 per cent bonds were selling 
considerably below par. On the New 
York Real Estate Securities Exchange 
the first issue of the bonds (the 1951 4’s, 
callable at any time after issue) were 
quoted at 85. Only after trading had 
been temporarily suspended at the re- 
quest of the corporation did quotations 
increase to 90 or more." Yet it remained 
difficult to induce mortgagees to accept 
the bonds at the low market rate. In addi- 
tion, the legitimacy and consistency of 
the policy was questioned. Seven months 
after the approval of the Home Owners’ 
Loan Act of 1933, a similar type of ob- 

8 Congressional Record (734 Cong., 1st sess.), 
LXXVII (April 27, 1933), 2478; cf. also John Mc- 
Diarmid, Government Corporations and Federal Funds 
(Chicago: University of Chicago Press, 1938), p. 67. 

* Pursuant to Home Owners’ Loan Act of 1933 
(Pub. No. 43, approved June 13, 1933) (48 Stat. 
128). 

© Second Annual Report of the Federal Home 
Loan Bank Board (1935), p. 81. 

11 See H. Walter Hargreaves, “Federal Fiscal 
Policy and the Guaranteed Debt, 1932-1940” (Doc- 
tor’s thesis, Duke University, 1940), p. 140 (unpub- 
lished). 


ligation, the Federal Farm Mortgage 
Corporation bonds, had been granted a 
full guaranty."* The limited guaranty for 
Home Owners’ Loan Corporation bonds, 
therefore, was looked upon as discrimi- 
natory.'’ If the mortgage relief program 
was to continue, the federal government 
was left without any choice. Actually, 
Congress as early as April, 1934, reversed 
its previous decision by extending the 
full and unconditional guaranty of the 
federal government to the principal of 
the bonds."* The shift from a partial to 
a full governmental guaranty also bore 
indirect fruit. It made possible a success- 
ful conversion policy, whereby the 4 per 
cent bonds were exchanged partly for 
3 per cent and partly for 13 per cent 
bonds.*s 

The shortcomings of a partial govern- 
mental guaranty are equally well demon- 
strated by another disappointing New 
Deal experience. Federal land banks had 
been able to finance their activities with- 
out any special assistance from the feder- 
al government by their capital stock, by 
their paid-in surplus subscriptions, by 
reinvested earnings, and by the sale of 
individual farm-loan bonds. However, 
since the banks found it increasingly diffi- 
cult to sell their bonds at a good rate in 
the open market, they gradually shifted 
to other financing devices, such as the is- 
suance of consolidated farm-loan bonds 
instead of individual farm-loan bonds. 
For the payment of the new type, the 
twelve banks were jointly and severally 
liable. Following the provisions of the 
Emergency Farm Mortgage Act of 1933, 
the federal government indorsed this is- 

By the act of January 31, 1934 (48 Stat. 345) 
(see Financial Statements, Part II, p. 725). 

13 Cf. McDiarmid, op. cit., pp. 66-69. 

4 Pursuant to the amended Home Owners’ Loan 
Act, approved April 27, 1934 (48 Stat. 643). 

*S Second Annual Report of the Federal Home 


Loan Bank Board (1935), p. 81; Financial State- 
ments, Part I, p. 113. 
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sue. Still the public guaranty was limit- 
ed; it applied only to interest and only 
to those consolidated bonds which were 
issued during the 2-year period following 
the passage of the act, at a rate not to 
exceed 4 per cent per annum and in a 
total amount not to exceed $2 billion. 
The investing public could hardly be 
expected to ignore these limitations. 
Since the bond market did not absorb a 
large enough amount of the new, par- 
tially guaranteed obligations, the federal 
land banks were left without sufficient 
resources. Under these circumstances 
they turned to another method of financ- 
ing which enabled them to profit indi- 
rectly from a full guaranty assumed by 
the federal government on behalf of 
other obligations. This method was the 
exchange of their consolidated bonds for 
Federal Farm Mortgage Corporation 
bonds, which, as noted above, were 
granted full governmental guaranty and 
therefore had a wider market at lower 
rates of interest. After April, 1934, the 
outstanding amounts were retired. Since 
this time, no other bonds of the federal 
land banks have ever been guaranteed by 
the United States government.”® 


Ill. INDIRECT GOVERNMENTAL 
GUARANTIES 


The last example indicates the possi- 
bility of another refined method of 
financing. To the public eye the com- 
mitment of the federal government could 
be made to appear less binding and more 
remote by using another government cor- 
poration as an intermediary indorser. 
This device, of course, did not appeal to 
those who were striving for the greatest 
possible simplification in the federal debt 
structure. It added to the indirectness of 


% See Financial Statements, Part I, pp. 197-98; 
the Eighth Annual Report of the Farm Credit Ad- 
ministration (1940), pp. 34 and 50; Donald C. 
Horton and Associates, Farm Mortgage Credit 
Facilities in the United States (1942), pp. 79-80, 112. 


federal government liabilities and to the 
complexity of the financial network of 
government corporations. 

Take, for example, the characteristic 
policy of the Commodity Credit Cor- 
poration, which, during the first 5 years 
of its life, was not permitted to borrow 
with a guaranty by the federal govern- 
ment and which therefore relied almost 
entirely on the credit of the Reconstruc- 
tion Finance Corporation. Yet a less ex- 
pensive method of financing was discov- 
ered. Instead of borrowing at 2} per cent 
from its parent-organization, the Com- 
modity Credit Corporation, in 1936, is- 
sued collateral trust notes bearing an in- 
terest rate of 1 per cent or of one-half of 
1 per cent and guaranteed by the Re- 
construction Finance Corporation. In 
order to save interest, the collateral trust 
notes were used to refinance a major part 
of the Reconstruction Finance Corpora- 
tion debt. 

Two of these transactions may be de- 
scribed in some greater detail. On July 
13, 1936, the Commodity Credit Corpor- 
ation announced an offering of $150 mil- 
lion of Series A collateral trust notes, 
dated July 1, 1936, maturing January 
15, 1937, and bearing interest at one-half 
of 1 per cent perannum. On July 27, 1937, 
the corporation offered $60 million of 
Series B collateral trust notes, dated 
August 2, 1937, maturing May 2, 1938, 
and bearing interest at 1 per cent per 
annum. In both cases, under the terms of 
a trust agreement between the Commod- 
ity Credit Corporation and the Recon- 
struction Finance Corporation, the latter 
guaranteed the payment of the notes at 
maturity.” 

Although this action was legal, it did 
not conform to the spirit of the law. A 
privilege, not directly accessible, was ob- 

11See Commercial and Financial Chronicle, 


CXLIII, Part I (July 18, 1936), 363; CXLV, 
Part I (July 31, 1937), 695. 
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tained by making a detour. An agency 
which was not supposed to benefit from a 
governmental guaranty did so by using 
‘an intermediary. In essence, such an ar- 
rangement meant a guaranteed debt of 
the second degree or, in more specific 
terms, “the creation of a guaranteed debt 
based upon a guaranteed debt.””* 


IV. GOVERNMENTAL GUARANTY OF 
CAPITALIZATION 


Total and partial, direct and indirect, 
indorsements of the liabilities of govern- 
ment corporations have been the main 
methods of supporting the credit stand- 
ing of these agencies without any increase 
in the primary federal debt. Yet, for a 
similar purpose, a further stratagem can 
be used which the fiscal or budgetary ex- 
pert may hesitate to list under the fed- 
eral debt: the government guaranty of 
the capital stock of government corpora- 
tions. In this form the public indorse- 
ment is even broader than in any of the 
former cases, for a guaranty of the cor- 
poration’s capital protects not only its 
bondholders but all its creditors. The 
first commitment of this kind was in- 
curred on behalf of the Commodity 
Credit Corporation. 

Under the provisions of the act, ap- 
proved March 8, 1938 (Public No. 442 
[75th Cong.] [52 Stat. 107]), the federal 
government guarantees the capital of the 
Commodity Credit Corporation in such 
manner that any loss sustained by the 
corporation is to be offset by a budgetary 
appropriation. To be more specific, the 
Treasury must readjust the net worth of 
the Commodity Credit Corporation to 
the amount of its $100-million capital 
once each year. For this purpose, the 
Secretary of the Treasury is directed to 
appraise the assets and liabilities of the 
corporation as of each March 31 and, in 

8 Hargreaves, Federal Fiscal Policy, p. 47, n. 52. 


the case of any deficiency of the corpora- 
tion’s net worth, to restore it through a 
direct contribution. 

Those who believe in the regularity of 
business-cycle fluctuations, or at least 
expect an alternation of fat and lean 
years, may look upon such a guaranty 
of capitalization without too great appre- 
hension. They can defend it by pointing 
to its bright fiscal side, namely, that it 
becomes in prosperous periods a source 
of governmental revenue. The general 
principle is the maintenance of the capi- 
tal stock of the corporation. If the fed- 
eral government keeps it at the guaran- 
teed level, it may claim any increment ex- 
ceeding this level. If, in the annual bal- 
ance sheet of Commodity Credit Cor- 
poration, its net worth exceeds $100 mil- 
lion, the difference must be deposited 
with the Treasury and credited to mis- 
cellaneous receipts, that is, paid into the 
general fund. 

The significance of those “deficits” 
and “losses” should not be overstated. 
Since, as pointed out by the president of 
the corporation, appropriations and pay- 
ments were based on market prices of the 
commodities owned and held as security 
for loans on each March 31, these figures 
did not reflect actual losses and gains of 
the corporation. They were primarily pa- 
per losses and paper gains. Furthermore, 
their amount varies with the principles of 
valuation. In 1941 these principles were 
changed. Since the appraisal of the cor- 
poration’s assets on the basis of market 
prices as of March 31, as done for the 
first four years, seemed to lead to arbi- 
trary results, Congress advocated a more 
flexible and cautious policy. The act ap- 
proved July 1, 1941 (Public No. 147 
[77th Cong., 1st sess.], chap. 270), pro- 
vided that the assets of the corporation 
be appraised “‘on the basis of the cost, in- 
cluding not more than one year of carry- 
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ing charges .. . . or the average market 
prices of such assets for a period of 
twelve months ending with March 31 of 
each year, whichever is less.’’*® 

The act of April 12, 1945 (59 Stat. 50) 
changed the date of appraisal from 
March 31 to June 30, beginning with 


gate $3,251,447,210, and cumulative net 
payments by the Treasury to the same 
date, $3,179,874,966. 

Although, up to the present, the obli- 
gation of the federal government to re- 
plenish the capital of a government cor- 
poration has been assumed only for the 


TABLE 1* 
RESTORATION OF CAPITAL OF COMMODITY CREDIT CORPORATION 
STATEMENT OF RESULTS OF TREASURY APPRAISALS 
(Actual, 1938-44; estimated, 1945-47) 








Period 


Capital Impairment 


Surplus Covered 
into Treasury 


Cumulative Net Pay- 
ments by Treasury 





Appropriation of impairment and sur- 
plust covered into Treasury (year ending 
March 31): 





BE ch Gbanadekedecbandeekacenees ei De” ES Bk cannceandens $ 094,285,405 
SG ish cbisarsnassisedciacedeecnss EE. Bincacscnsscawnasa 213,885,323 
ES Pepe name tre wee Aaa EET TE $43,756,731T 170,128,592 
6 tp ceade sik dee chhhes eameganko Ee erremereerr? 171, 766,037 
Dah ack nin he ea aieies be cues aes ahaa eed wed 27,815,513T 143,950,524 
isis iia tinns Gee nada eka eae Ropelaedy eae e saa becine cee e ee aes tan 400,715,405 
BR caadkadh+eedenencencetucnanketed I i cain owe cls elo hadiels Seca foal 
St avian gdicbbennvonemulowentiee $ 472,287,649 ND Bods accudseedd nes 





Estimated impairment: 


15 months ending June 30, 1945||.......| $ 921,456,561 |................. $1 , 322,171,966 
Year ending June 30, 
BG ead auksnatsetusenskedwmaeee Sor ,174,0009 |................. 2, 213,345,966 
NE ee Pere ee ener res SP MERNEED Bi acvancseckvestad 3,179,874,966 





Total, estimated impairment. . 
Total, actual (1938-44) and estimated 
ES SS Oe are 





$2,779,159,561 


3,251,477,210 


$71,572, 244T $3,179,874,966 











* Source: The Budget of the United States Government for the Fiscal Year Ending June 30, 1947 (Corporation Supplement, p. 298). 


t Deduct. 


t This amount is cumulative from October 17, 1933, as no appraisals were made prior to March 31, 1938. 
§ Includes $39, 436,885 capital impairment for the year ending March 31, 1943, which was not appropriated by the Congress until 


the following year’s appraisal. 


estimated impairment as of June 30, 1945, covers a 15- - 


|| The act of March 8, 8, r098 (U.S.C., 1940 ed., » Suppl. ITI, title 15, sec. 713 A-1) as amended by the act approved April 12, 1945, 


the date of appraisa 
period. 
Represents estimated realized losses only. 
June 30, 1945. As Table 1 shows, the 
corporation paid alleged surpluses to the 
Treasury only for the years ending 
March 31, 1940, and March 31, 1942. 
Actual and estimated impairment of 
capital up to June 30, 1947, will aggre- 
% See Report of the President of the Commodity 
Credit Corporation (1940), p. 2; ibid. (1941), pp. 5, 
19, 24-25; see also Annual Report of the Secretary 
of the Treasury (1941), p. 458. 


to June 30 of each year herefore, 


Commodity Credit Corporation, this 
type of contingent liability might play a 
larger role in the future. In his message 
of January 3, 1939, President Roosevelt 
recommended that the Congress “might 
well give consideration to an extension of 
this principle to other government cor- 
porations and credit agencies.” His list 
of eligible beneficiaries was rather long 
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and diversified, including the following 
organizations: agencies under the Farm 
Credit Administration; Electric Home 
and Farm Authority; Export-Import 
Bank of Washington; Farm Security Ad- 
ministration; Federal Crop Insurance 
Corporation; Federal Savings and Loan 
Insurance Corporation; Home Owners’ 
Loan Corporation; Inland Waterways 
Corporation; Panama Railroad Com- 
pany; Reconstruction Finance Corpora- 
tion; Rural Electrification Administra- 
tion; and United States Maritime Com- 
mission.”° 

The impact of such diversified guar- 
anties of capital on the financial and 
budgetary structure of the federal gov- 
ernment cannot be discussed in this arti- 
cle. Still we may say that it could be con- 
sidered as a first big step toward the es- 
tablishment of a capital budget. 

Having explored the various forms of 
governmental guaranties as granted dur- 
ing the last generation, and particularly 
under the New Deal, we now turn to an 
examination of the effects of the dual- 
debt system on the structure of the fed- 
eral debt. 


V. TREND OF THE PRIMARY AND 
SECONDARY DEBT 


If minor remnants of guaranteed obli- 
gations are disregarded, the dual-debt 
system can today be considered as a 
closed chapter in the financial history of 
the federal government. It has been an 
episode of twelve years, beginning under 
the New Deal and tapering off under 
world war conditions. An almost uninter- 
rupted increase of guaranteed obliga- 
tions from 1934 to 1941 was followed by 
their rapid decline during more recent 
years. 

2° The Budget of the United States Government 
for the Fiscal Year Ending June 30, 1940, p. ix; 
see also Financial Statements, Part I, p. ix (letter of 
transmittal). 


The return to a single-debt system has 
been generally justified by the need for 
public economy and for centralized and 
streamlined debt management. In a press 
conference on October 16, 1941, Secre- 
tary Morgenthau announced the discon- 
tinuation of the previous method of 
financing, contending that the Treasury 
could obtain the required funds more 
easily and at lower rates than govern- 
ment corporations did. According to his 
estimate, government agencies paid from 
one-quarter to one-half point more than 
the Treasury did. By abandoning the 
dual-debt system, debt management 
would also be simplified and co-ordinat- 
ed, and the government could avoid go- 
ing to the market more often than once 
every 2 months.” Another still more im- 
portant reason for the turn in financial 
policies could have been found in the in- 
creasing dimensions of the direct federal 
debt. In view of* the unprecedented 
financal requirements of national de- 
fense, contingent liabilities could not 
keep pace with direct federal obliga- 
tions. Insistence on their specific politi- 
cal, administrative, and psychological 
merits would have appeared unrealistic. 

The new plan did not allow for any 
“if’s”’ and “but’s.” The Treasury as- 
sumed the responsibility for all govern- 
ment borrowing in the future and for 
lending funds as needed to independent 
government agencies, such as the Recon- 
struction Finance Corporation, the Com- 
modity Credit Corporation, and the 
United States Housing agencies. All the 
government-guaranteed issues outstand- 
ing in the hands of the public would 
eventually be converted into Treasury 
issues. Almost at once, the first measures 
were taken. On October 23, 1941, a new 
issue of 1 per cent March, 1946, Treasury 
notes, dated November 1, was offered in 

* New York Times, October 17, 1941, p. 33. 





— = 


~~ =~ ZS SS Ge 








THE DUAL-DEBT SYSTEM AND GOVERNMENT CORPORATIONS 47 


exchange for $300 million of Reconstruc- 
tion Finance Corporation notes and $204 
million of Commodity Credit Corpora- 
tion notes maturing in November. The 
$112 million of United States Housing 
Authority notes maturing on Novem- 
ber 1 were paid off in cash.” 

The trend of the two elements of the 
federal debt during 1934-45 is shown by 
Table 2, which summarizes direct and 


TABLE 2* 


THE PRIMARY AND THE SECONDARY 
FEDERAL DEBT 














Seconpary Dest 
PRIMARY 
END oF Dest 
Fiscat Year | (In Miturons| Millions Percentage 
oF Dottars) | of Dollars | of the Pri- 
mary Debt 
ee $ 26,480 $ 681 2.6 
1935------++-- 27,645 4,123 14.9 
re 32,9890 4,718 14.3 
Se acianaan 35,800 4,665 13.0 
Se 36,576 4,853 13.3 
1939...------ 39, 886 5,450 13-7 
Piaicecnsa 42,376 5,498 12.9 
Ci cncuvass 48, 387 6,360 13.1 
ee 71,968 4,549 6.3 
ee a 4,092 3.0 
_ 199,543 1,516 0.8 
ee 256,357 409 0.2 














* Adapted from Treasury Bulletin, June, 1946, p. 23; Annual 
Report of the Secretary of the Treasury for the Fiscal Year Ended 
June 30, 1041, PP. $55, 506; Annual Report... . for Fiscal Year 
Es June 30, 196, PP. 510, 584; Annual Report .... for 
Fiscal Year Ended June 30, 1045, PP. $31, 532, and 605. 
indirect obligations or, to speak more 
simply, the primary and secondary fed- 
eral debts. This table is confined to the 
interest-bearing debt. Matured debts, 
guaranteed securities held by the Treas- 
ury, securities guaranteed as to interest 
only, and the guaranteed capital of the 
Commodity Credit Corporation have 
been excluded. It will be noted that, dur- 
ing 1936-41, the relationship between 
the secondary and the primary debts re- 
mained nearly stationary, the former 


2 Annual Report of the Secretary of the Treasury 
for Fiscal Year Ended June 30, 1942, p. 34; Federal 
Reserve Bulletin, November, 1941, p. 1081. 


ranging between 13 and 14 per cent of 
the primary debt. After that time the 
growth of the war debt, the liquidation of 
the Home Owners’ Loan Corporation, 
and the redemption of guaranteed obli- 
gations led to a rapid decline in the rela- 
tive importance of the secondary debt. 
By the end of the fiscal year 1945, the 
secondary debt was of almost negligible 
importance.?3 

Nevertheless, the significance of the 
new policy inaugurated in October, 1941, 
needs some further comment. Although 
this policy resulted in a rapid decline in 
outstanding guaranteed securities held 
by the public, it did not necessarily re- 
duce the total amount of guaranteed is- 
sues outstanding. Its primary effect was 
a shift in the ownership of guaranteed ob- 
ligations from the private to the public 
sector of the economy. The decrease in is- 
sues owned by the public at large was 
sometimes even overcompensated by the 
increase in issues held by the Treasury. 
For instance, during the fiscal year 1945, 
securities of government corporations 
held by the Treasury increased from 
$10,717 million to $12,169 million (or by 
$1,451 million), while the reduction in is- 
sues held by the public aggregated 
$1,259 million.*4 

Nor did the new plan necessarily cur- 
tail the borrowing-power of government 
corporations. During the fiscal year 1945, 
for instance, the borrowing-power of 
both the Federal Housing Administra- 
tion and the Reconstruction Finance 
Corporation was further extended by 


23 It might be added that, during the fiscal year 
1946, no significant change occurred. On May 31, 
1946, guaranteed obligations not owned by the 
Treasury aggregated $552 million, or approxi- 
mately 0.2 per cent of the total gross public debt 
(Daily Statement of the United States Treasury, 
June 3, 1946). 

+4 Annual Report of the Secretary of the Treasury 
Sor the Fiscal Year Ended June 30, 1945, pp. 88-89. 
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legislation. From this viewpoint, it would 
seem overhasty to rule out any possible 
use of contingent liabilities in a more or 
less remote future. They still represent 
a potential method or a secret reserve of 
federal financing. 

Table 3 shows the considerable dis- 


FRITZ KARL MANN 


outstanding on that date. It also illus- 
trates the success of the streamlined and 
centralized debt policy of the Treasury. 
Let us note that, as of June 30, 1945, the 
Reconstruction Finance Corporations 
had $9,019,947,124in notes outstanding in 
the hands of the Secretary of the Treas- 








crepancy between the amount of obliga- 
tions authorized to be outstanding as of 
June 30, 1945, and the amount actually 


7s The Budget of the United States Government for 
the Fiscal Year Ending June 30, 1947 (Corporation 
Supplement, p. 101). 


TABLE 3* 


AUTHORIZED BORROWING-POWER AND OUTSTANDING ISSUES OF GOVERNMENT 
CORPORATIONS AND CREDIT AGENCIES WHOSE OBLIGATIONS ARE GUAR- 
ANTEED BY THE UNITED STATES, JUNE 30, 1945 


(In Millions of Dollars) 






































OUTSTANDING OBLIGATIONS 
AUTHORIZED 
A Borrow- Held by Otherst 
GENCY ING- 
Power Total Held by 
Treasury Un- 
net Maturedt{ 
I. Agencies issuing obligations for cash or in ex- 
change for mortgages: 

Commodity Credit Corporation............ $4,750 | $ 2,041 | $ 1,501 $450§ I 

Federal Farm Mortgage Corporation........ 2,000 116 oT ee $8 

Federal Public Housing Authority.......... 800] 383 7 ae | 

Home Owners Loan Corporation. ......... 4,7507 1,026 =” eee 16 

Reconstruction Finance Corporation. . 17,090 9,020 Se 2 ae | 

Tennessee Valley Authority............. 62** ay Ie, Rae ere 

I Ce. cdde cannes cena wedtebars $29,452 | $12,643 | $12,169 $450 $24 

II. Agencies issuing obligations only in payment of 
defaulted and foreclosed insured mortgages: 

Federal Housing Administration. . .... . j $ 5,06s5TTl $ Oe 8 xe cdueek oP ® rrr 
United States Maritime Commission. ...... SE Se Jee Sine 
OS Ree $ 6,165 | $ ae ae © 6 Bist ntuss 

EE ee eee ee $35,617 | $12,677 | $12,169 $484 $24 




















* Annual Report of the Secretary of the Treasury for the Fiscal Year Ended June 30, 1945, p. 91. Figures are rounded and will not 
necessarily add to totals. 


t Excludes matured interest, all agencies, in amount of $1 million. 


¢ Funds have been deposited with the Treasurer of the United States for payment of all obligations guaranteed by the United 
States, representing outstanding matured principal! of $24 million and interest of $1 million. 


§ Includes amounts of demand obligations outstanding which had not been reported in time for inclusion in the statement pub- 
lished in the daily Treasury statement for July 2, 1945. 


|| Less than $500,000. 
{ This is a limitation on issues, and the amount may be increased only by the amount of issues for refunding purposes. 
** Exclusive of $4 million issued on the credit of the United States and held by the Reconstruction Finance Corporation. 


tt Limit of authority to insure mortgages. This amount may be increased by $1,000 million upon approval by the President. 
Debentures may be tendered and issued only in exchange for insured property acquired through foreclosure. 


tt Limit which may be outstanding at any one time with respect to the insuring of ship mortgages. 
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ury, bearing interest at the rate of 1 per 
cent per annum. On June 30, 1947, out- 
standing obligations—held almost en- 
tirely by the Treasury Department—will 
amount to $15.8 billion.” 

In view of the diversified activities of 
several government corporations, the 
specific services financed by contingent 
liabilities cannot be exactly ascertained. 
Some light, however, may be thrown 


VI. CONTINGENT LIABILITIES AS A BY- 
PATH AROUND THE STATUTORY 
DEBT LIMITATION 

For one hundred and fifty years Amer- 
ican public opinion had advocated a pol- 
icy of keeping the federal debt in appro- 
priate bounds. Rapid growth of federal 
indebtedness during World War I led to 
the enactment of a statutory debt limit 
under the Second Liberty Bond Act of 


TABLE 4* 


TOTAL AMOUNT AND DISTRIBUTION OF OUTSTANDING INTEREST-BEARING 
OBLIGATIONS GUARANTEED BY THE UNITED STATES 











(In Millions of Dollars) 
Total Un- Commodity Federal Federal Home Reconstruc- Federal 
. Farm - Owners ‘ ~ Public 
End of matured Credit M Housing tion Finance “ 
~ = tae A ortgage mall Loan “ : Housing 
Fiscal Year Obligations | Corporation c - Administra- . Corporation : 
- orporation : 4 Corporation ’ Authority 
Outstanding Notes N tion Notes Notes 
Notes Bonds Notes 
Ee oe gal eer 2 Be errr $ 134 ae Sree 
k's exien Ee ae a eee 2,647 ee” Bkkecckecwes 
- oe ee eer Bee © Bsakasdeccad 3,044 RE, FREESE 
"Serer a Serre Se eer 2,987 Se. Unsasaeske ou 
ass Sanne 4,853 $206 1,410 $1 2,937 MR:  Tieeewdawaet 
Resi ossens 5,450 206 1,379 3 2,928 820 $114 
Wl 6ass.440 5,498 407 1,269 8 2,603 1,096 114 
i anisewks 6,360 696 1, 269 17 2,409 1,741 226 
eee 4,549 7O1 93° 21 1,563 1,219 114 
Se 4,092 480 930 23 1,533 I,O1r 114 
ee 1,516 ag, Sere corse 24 755 See Bit senaedece 
scncannn 409 : -. Divstdeevans Oe Besasb oak vieain tink ede es scent aibe 


























* Bulletin of the Treasury Department, July, 1942, p. 64, and June, 1946, p. 24. Excludes obligations held by the Treasury and se- 


curities guaranteed as to interest only. 


upon the individual purposes by com- 
paring the total amount of guaranteed 
obligations with their distribution among 
government corporations (Table 4). 
Finally, in line with any analysis of the 
effects of the dual-debt system, two well- 
known issues need to be discussed: (1) 
whether the use of public guaranties ob- 
structed or nullified other essential parts 
of the federal debt policy and (2) whether 
it concealed the true status of federal in- 
debtedness from the public eye. 


*% President Truman in his letter of transmittal 
of May 2, 1946 (ébid., p. 10). 


September 24, 1917. This act has been 
repeatedly liberalized, especially by the 
amendment of February 4, 1935, which, 
in lieu of the previous fixed authorization, 
established a $25 billion revolving au- 
thority for the issue of bonds and con- 
solidated the two existing revolving 
funds relating to short-term obligations 
into one revolving fund of $20 billion.?’ 

The financial wisdom of statutory 
debt limitation is not too firmly estab- 


21 Annual Report of the Secretary of the Treasury 
Sor the Fiscal Year Ended June 30, 1935, pp. 18, 243- 
46. 
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lished. Because it applies only to the fed- 
eral debt, it may fail in checking an in- 
crease in public borrowing in general. 
The experience of the twenties, when a 
vigorous redemption of the federal debt 
was almost offset by increased state and 
municipal indebtedness hardly needs fur- 
ther comment. The statutory debt limi- 
tation may also be criticized on the score 
of its rigidity. Being stated in absolute 
figures, it is based on the assumption of 
“other things remaining equal” and, in 
any progressive economy, invites periodi- 
cal revisions. Because it takes no account 
of the changes in national income and 
wealth, it is even inferior to the naive 
proposals of some writers of the seven- 
teenth and eighteenth centuries to limit 
taxation once and for all to one-twenti- 
eth, one-tenth, or one-fifth of the nation- 
al income. Psychologically, its effective- 
ness largely depends upon its remaining 
fixed over a long period. Repeated read- 
justments are bound to impair its power 
as a deterrent to public spending. 
Finally, the technical need for a “ceil- 
ing” on the federal debt may be ques- 
tioned. From the viewpoint of budgetary 
control, it seems superfluous, since Con- 
gress, by making appropriations and 
levying taxes, controls indirectly the 
magnitude of the debt. For this reason, 
President Roosevelt, in his budget mes- 
sage for the fiscal year 1942, opposed the 
device, though he admitted its possible 
usefulness as a “fiscal monitor”’: 


If the Congress, subsequent to the establish- 
ment of a statutory debt limit, makes appro- 
priations and authorizations which require bor- 
rowing in excess of that limit, it has, in effect, 
rendered that prior limit null and void. In the 
first 130 years of our national life, the Congress 
controlled the debt successfully without re- 
quiring such a limit. In view of these facts, I 
question the significance of a statutory debt 
limit, except as it serves as a fiscal monitor.** 

28 The Budget of the United States Government for 


the Fiscal Year Ending June 30, 1942, p. xiii (Budget 
Message of the President). 


Even as a “fiscal monitor,” however, 
debt limitation should not inspire too 
great faith. Although a ceiling on the 
federal debt does not invite direct viola- 
tions—as, in numerous cases, price ceil- 
ings in dollars and cents have done—it 
belongs to those rigid provisions which 
tend to encourage infractions of their 
spirit rather than of their letter. It may, 
for instance, induce administrators to 
supply the federal government indirectly 
with additional funds. Such a conven- 
ient bypath around the statutory debt 
limitation is opened by the assumption of 
contingent liabilities on behalf of gov- 
ernment corporations. Instead. of being 
financed by congressional appropria- 
tions, government corporations may bor- 
row on their own account with a guar- 
anty of the federal government. In this 
way federal funds which otherwise would 
have been used to finance government 
corporations are freed for use to cover 
other expenses. There can be no doubt of 
the legality of this policy. It may, fur- 
thermore, be supported by the argument 
that, except for the needs of government 
corporations, the federal government 
would have had ample means to balance 
its budget. 

The pattern of this policy, however, 
can be refined in various ways: for in- 
stance, by directing government corpora- 
tions to repay former debts to the federal 
government and ‘ill the gap by borrow- 
ing on their own account with the sup- 
port of a federal guaranty. Credit trans- 
actions of this kind are, again, unim- 
peachable on legal grounds: they do not — 
infringe upon the statutory debt limita- 
tion. 

In the light of the very purpose of the 
debt ceiling, however, such devices may 
appear less innocent. The statutory debt 
limitation is designed not only to insure 
the solvency of the Treasury but also to 
serve the higher objective of protecting 
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the economy against the inflationary 
trend which, according to public opinion, 
arises from deficit financing. From this 
broader viewpoint the assumption of 
new contingent liabilities conflicts with 
the purpose of statutory debt limitation. 
Stable prices are threatened by public 
borrowing, whether the government bor- 
rows directly or whether its agencies bor- 
row on the market, supported by the gov- 
ernment guaranty. 

These critical observations, however, 
do not imply that, if the legal borrowing- 
power of the government has been ex- 
hausted, no further contingent liabilities 
should be incurred. Reliance on this de- 
vice may seem preferable to an other- 
wise unavoidable upward revision of the 
statutory debt limit. Take, for instance, 
the federal debt situation in the later 
thirties. In the history of the federal debt, 
the low of $16,185,308,299 reached on 
June 30, 1930, proved to be the turning- 
point. Since 1930 the federal debt haskept 
on increasing every year. While the statu- 
tory debt limit was $45 billion,?® the 
gross public debt outstanding at the close 
of the fiscal year 1938 reached $37,164,- 
700,000, 5° 

Under those circumstances, it could 
seem appropriate to slow down the in- 
crease in the primary debt by making 
fuller use of contingent liabilities—in 
other words, to abandon direct financing 
of government corporations and divert 
these agencies to the open market. By 
following this policy, it could be hoped 
to postpone the need for a further in- 
crease in the statutory debt limit.* 

29 See Sec. 1 of the Second Liberty Bond Act, 
approved September 24, 1917, as amended (U.S.C., 
title 31, sec. 752), and Sec. 2 of an act to amend 


the Second Liberty Bond Act, approved May 26, 
1938 (75th Cong., 3d sess.), chap. 285, p. 447. 

3° Annual Report of the Secretary of the Treasury 
(1938), pp. 7-8, 489-90. 


#* Actually, this need was postponed until the 
First Revenue Act of 1940, which authorized the 
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Actually, this drastic change was initi- 
ated with regard to two of the largest 
government corporations. The fact that 
both the Commodity Credit Corporation 
and the Reconstruction Finance Corpo- 
ration chose in the same year, 1938, to re- 
ly on greater financial autonomy than in 
the past may indicate a more than acci- 
dental coincidence. The connection be- 
tween the new methods adopted by the 
two agencies will become still more evi- 
dent by recording a few other details. 

1. Until the middle of 1938, the Com- 
modity Credit Corporation had derived 
almost all its working capital from the 
Reconstruction Finance Corporation. 
For instance, on December 31, 1935—at 
a time when the capital stock of the cor- 
poration amounted to only $3 million— 
it had borrowed $600 million from the 
Reconstruction Finance Corporation, of 
which amount, approximately $300 mil- 
lion were then outstanding.** Beginning 
in May, 1938, however, the Commodity 
Credit Corporation shifted its borrowing 
from its parent-organization to the open 
market through the sale of its own obli- 
gations, and this independent method of 
financing increased at a rapid rate. Since, 
up to this time, the Reconstruction 
Finance Corporation had been financed 
by the Treasury, claims for government 
funds were indirectly reduced. 

2. An upward revison of the statu- 
tory debt limit was further postponed by 
a change in financing the parent-organi- 
zation. The pre-war financial history of 
the Reconstruction Finance Corporation 
should be divided into two major chap- 
ters. From its inception until July, 1938, 


additional issue at $4,000 million of Naticnal De- 
fense series obligations. In the following year, the 
Public Debt Act of February 19, 1941, raised the 
statutory debt limit to $65 billion (Public Debt 
Act of 1941, approved February 19, 1941; Public 
No. 7 [77th Cong.], H.R. 2959). 

32 John McDiarmid, Government Corporations and 
Federal Funds (Chicago, 1938), p. 165, n. 25. 
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the corporation was an arm of the Treas- 
ury, in the sense of being primarily 
financed by government funds. Except 
for some offerings in special-purpose obli- 
gations from 1933 to 1935, the corpora- 
tion borrowed from the Treasury the 
funds it needed. A second phase in the 
financial history of the Reconstruction 
Finance Corporation opened in 1938 in 
the wake of the new policy applied to the 
Commodity Credit Corporation. Start- 
ing with July, 1938, the Reconstruction 
Finance Corporation also turned to in- 
dependent financing by shifting its bor- 
rowing to the open market and retiring 
its notes held by the Treasury. The finan- 
cial ‘impact of this emancipation was con- 
siderable. From December 31, 1938, to 
June 30, 1939, net advances from the 
Treasury were reduced by $511,748,427, 
while notes held by the public increased 
by $304,730,000.55 On November 30, 
1940, notes were outstanding in the 
amount of $1,096,657,000, all held by the 
public.*4 


VII. CONCEALMENT OF FEDERAL 
INDEBTEDNESS 


The American citizen is, in theory, 
kept currently informed on the size and 
the composition of the federal debt. Does 
the dual-debt system interfere with this 
general principle of financial adminis- 
tration? 

The allegation that it does has be- 
come rather common. The guaranteed 
debt has been described as veiled in se- 
crecy, as “a backdoor method of incur- 
ring indebtedness,” as “an iniquitous de- 
vice for concealing the true amount of 
the Federal debt.”’5 More specifically, it 

33 Financial Statements, Part II, p. 94. 

34 Hearing before the House Subcommittee of the 
Committee on Appropriations on the Independent 
Offices Appropriation Bill for 1942 (77th Cong., 
st sess.), Part II, p. ro (statement of Mr. Emil 
Schram). 


has been contended that the official state- 
ment of the national debt does not indi- 
cate the scope of indirect commitments.* 

In so far as this charge implies that in- 
formation on contingent liabilities has 
been withheld from the public, it can 
easily be refuted. Several official docu- 
ments offer a more or less current de- 
tailed analysis of the secondary debt, for 
instance, the daily statements and the 
Monthly Bulletin of the Treasury De- 
partment, the Federal Reserve Bulletin, 
and the Federal Budget. 

Sometimes, however, this charge has 
been understood in a different sense, as 
implying that the amount of contingent 
liabilities should be added to the amount 
of the regular debt. The fallacy of such 
reasoning is obvious. It neglects the es- 
sential differences between conditional 
and unconditional public obligations. 
The secondary debt is not simply an- 
other layer of the federal debt. It differs 
from the primary debt in several respects. 
As the term “contingent liability” indi- 
cates, the secondary debt is neither pre- 
dictable nor determinable. It depends 
upon the occurrence of some yet uncer- 
tain event.*’ It is an indirect obligation 
of the federal government which, if no 
independent government agency de- 
faults, will be evaluated only as a psy- 
chological factor. Hence it is misleading 
to add the secondary to the primary 
debt. 

3s Hargreaves, “The Guaranteed Security in 


Federal Finance,” p. 561; and Federal Fiscal Policy, 
p. 368. 


36 H. Corey, “The Corporations Nobody Knows,” 
Nation’s Business, November, 1940, p. 64. 


37 A similar definition is given by L. H. Kimmel, 
as follows: “‘A contingent debt or contingent liability 
is one for the payment of which a government, a 
corporation, or an individual is responsible in the 
event that the party directly or primarily liable 
does not fulfill the obligations” (National Industrial 
Conference Board, Cost of Government in the United 
States, 1934-36 [New York, 1937], p. 91). 
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Nevertheless, some criticism of fed- 
eral debt policies has been based on such 
confusion. For instance, the report sub- 
mitted by the Republican Conference 
Committee on National Debt Policy to 
the Republican Conference of the House 
of Representatives, on May 16, 1939, 
undertook to appraise the federal debt 
situation by disregarding the specific 
character of both types of obligations. 
It added both items. As the report sug- 
gests, the increase of the federal public 
debt from $20,937,000,000 on March 4, 
1933, to approximately $41 billion as of 
June, 1939, “does not reveal the total in- 
crease of the federal debt.” Contingent 
liabilities which, when the New Deal 
commenced, did not exist, were to be 
added. As of February 15, 1939, out- 
standing contingent liabilities were esti- 
mated at $5,416,600,000. “Thus, by 
June 1939, the total debt of the United 
States, including these contingent lia- 
bilities, will be in excess of .$46,000,- 
000,000.’’38 

The dual-debt system, however, may 
invite the use of other policies designed 
to veil from the public eye the impossi- 
bility of balancing current expenditures 
by current revenues. As indicated in the 
analysis in the preceding section, some 
of those devices may have been intended 
to postpone an upward revision of the 
statutory debt limitation. Another possi- 
bility—the mobilization of capital re- 
serves of government corporations—may 
particularly appeal to the budgetary ex- 
pert in a period of financial stringency. 

Several methods may be used. For in- 
stance, government corporations may 
be directed to retire part of their capital 
stock held by the government or to pur- 
chase the capital stock of other independ- 


38 Reprinted in Hearings before House Committee 
on Ways and Means on H.R. 6691, Public Debt Act 
of 1942 (77th Cong., 2d sess.), p. 20. 
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ent agencies owned by the government. 
This policy may lead to an increase in 
contingent liabilities. If the financial re- 
quirements of such transactions exceed 
their liquid reserves, government cor- 
porations must borrow either from the 
commercial banks or from the public at 
large. If they are authorized to issue 
guaranteed obligations, the primary debt 
of the government is kept down at the 
price of a larger secondary debt. 

Apparently, it was not by mere acci- 
dent that—at about the same time that 
the Commodity Credit Corporation and 
the Reconstruction Finance Corporation 
had to shift their borrowings to the open 
market—the federal government tried to 
improve its financial status by applying 
the second stratagem. In his budget 
message of January 3, 1940, President 
Roosevelt referred to the fact that, with 
the lessening need for emergency loans 
and the growing surpluses, some govern- 
ment corporations had accumulated sub- 
stantial excess capital funds. Of these re- 
serves, government corporations could 
return $700 million directly or indirectly 
to the federal government during the 
next fiscal year “without in any way im- 
peding their operations.” Under the plan, 
the Reconstruction Finance Corporation 
was supposed to make almost one-half of 
this amount available directly or indi- 
rectly to the federal government by pur- 
chasing $25,500,000 in securities from 
Public Works Administration and $1 24,- 
741,000 in stock of federal home-loan 
banks and by reducing its capital or sur- 
plus funds by $175,259,000. In so far as 
the Reconstruction Finance Corporation 
was expected to comply with the plan by 
issuing guaranteed corporation notes to 
banks or private investors, this policy 
was tantamount to a substitution of con- 
tingent liabilities for direct government 
debt. 
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VIII. SOME PRACTICAL CONCLUSIONS 


Should we conclude from our critical 
survey of American experience that the 
dual-debt system is a means of abuse or, 
at least, a dangerous political expedient, 
so that it should be removed from the in- 
ventory of “normal” fiscal policies? A 
writer who analyzed a great variety of 
empirical material on the use of con- 
tingent liabilities condensed his opinion 
into the following indictment: 

Economically and administratively, indirect 
borrowing is indefensible; and to rationalize its 
use on the ground of political expediency is 
hardly complimentary to the legislative process. 
Necessary though compromise may be to demo- 
cratic adjustment, the guaran‘y device com- 
promised nothing but the principles of good 
management. It did not establish any work- 
able safeguards against operating losses to the 
federal government, nor did it contribute to the 
clarity of the Treasury’s fiscal position. The 
present era of war borrowing should dispel any 
remaining illusions concerning the magic of 
substituting contingent for direct indebtedness 
for the sake of appearance. It is to be hoped that 
the guaranteed security in federal finance will 
be abandoned permanently.39 

The present article has also under- 
scored the many deficiencies of the dual- 
debt system, the greatest weakness of 
which seems to lie in the ease of its estab- 
lishment. The assumption of contingent 
liabilities removes the psychological 
brake against public waste and extrava- 
gance. How can any bill to extend de- 
sirable governmental services without ad- 
ditional appropriations, without new 
taxes, and without new direct public 
debts be defeated in any modern parlia- 
ment? The device of contingent liabil- 
ities tends to multiply. Financing gov- 
ernment corporations “the hard way,” 
namely, by direct appropriations, will be 
gradually relinquished if the same result 
can be obtained with less effort and sacri- 


39 Hargreaves, “The Guaranteed Security in 
Federal Finance,” p. 577. 
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fice. As in social life, the first infraction of 
a recognized rule often leads to other 
transgressions; hence the assumption of 
contingent liabilities breeds further de- 
viations from the traditional lines of gov- 
ernment financing. Reliance on direct 
guaranties, for instance, was followed by 
the use of more elaborate devices, such as 
indirect guaranties and a guaranty of 
capitalization. Those who believe in the 
blessings of a statutory debt limitation 
will object to the shrewd, though legiti- 
mate, method of its circumvention, fit- 
ting into the framework of the dual-debt 
system. By complicating the debt struc- 
ture and concealing part of it from the 
public eye, contingent liabilities make 
people less debt-conscious and thus pro- 
mote further indebtedness, 

Finally, budgetary control by Con- 
gress may be weakened, while the goal of 
a balanced budget loses its traditional 
function as a touchstone of “sound” 
fiscal policies. By transferring expendi- 
tures of the federal government to inde- 
pendent agencies, by increasing “con- 
tingent liabilities,” the balancing of the 
budget may be made a mere formality or 
a fiction. 

Yet it should not be gathered from this 
catalogue of complaints that the critical 
attitude against the dual-debt system is 
confined to the exponents of “sound 
finance.”’” Even unorthodox minds may 
doubt its wisdom. Sponsors of the so- 
called “new debt philosophy,” as well as 
the wizards of “functional finance,’’ may 
see little reason for relying on govern- 
mental guaranties, since, according to 
both schools of thought, a domestic pub- 
lic debt is a mere obligation of the right 
pocket to the left pocket of a nation, thus 
neither a good nor an evil in itself. 

On the other hand, it is fallacious to 
simplify the political problem of govern- 
ment corporations by laying the blame 
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for their shortcomings on the doorsteps 
of the dual-debt system. The well-known 
issues as to whether government corpora- 
tions interfered with free competition; 
whether their lack of co-ordination en- 
tailed “obstructional tactics” and public 
waste;*® whether, as in the case of the 
Commodity Credit Corporation, their 
original right objectives were gradually 
perverted to less desirable functions;* 
and, finally, whether their administrative 
autonomy and freedom from budgetary 
control tend to set up a “supergovern- 
ment”’—such issues should not be con- 
founded with the more technical prob- 
lem of how to finance their activities. As 
a tool of financing, the dual-debt system 
is subservient to the general economic 
and political program of the govern- 
ment. Although the financial autonomy 
of government corporations—particular- 
ly their ability to finance their functions 
with only indirect help of the Treasury— 
has considerably added to their public ap- 
peal, contingent liabilities are to be eval- 
uated in the light of alternative methods 
of government financing. In any case the 
capital structure of the government cor- 
poration, its field of activities, and the 
situation of the money market must be 
appraised, as well as the financial status 
of the government, its revenue system, 
and the size and composition of the pub- 
lic debt. Such a broad inquiry is indeed 
more time consuming than mere per- 
functory condemnation of the dual-debt 
system as an aberration or an expedient. 

By carefully weighing the pros and 

4° See my articles on “Structural Changes in the 
American Economy,” Review of Politics, April, 
1942, pp. 144-54; “The Socialization of Risks,” 
ibid., January, 1945, pp. 43-57; and “The Govern- 
ment Corporation as a Tool of Foreign Policy,” 
Public Administration +Review, summer, 1943, Pp. 
194-204. 


_ “See Geoffrey Shepherd, “Stabilization Opera- 
tions of Commodity Credit Corporation,” Journal 
of Farm Economics, XXIV (1942), 589-610. 
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cons, an analysis will also disclose some 
distinct advantages of the dual-debt sys- 
tem. These belong to an administrative, 
an economic, and a moral-political cate- 
gory. 

1. Administratively, government cor- 
porations are considered superior to reg- 
ular government departments in those 
fields of public service which are either 
temporary or subject to unusual change. 
If, therefore, flexibility and speed of ac- 
tion are the raison d’éire of government 
corporations, they need some degree of 
financial autonomy. Any rigid type of 
financing would defeat their primary 
purposes. As Marshall E. Dimock re- 
cently emphasized: 

The corporation is the most effective means 
yet invented whereby men—and government,too 
—may participate in a side issue, an activity 
apart from that to which they devote their 
principal time. This is done by concentrating 
managerial powers in the hands of competent 
people and giving them free enough rein in 
finance and management to achieve the desired 
results. Autonomy is the chief virtue of the 
corporation—greater even than corporate per- 
sonality, limited liability, or perpetuity.” 


2. Economically, contingent liabilities 
assumed on behalf of government cor- 
porations represent a second well-forti- 
fied line of defense. Not only are they 
conditional upon the occurrence of some 
still uncertain event, but they are regu- 
larly backed by income-yielding assets. 
Like their counterparts in the business 
sphere, most government corporations 
are intended to engage in profitable 
transactions rather than in “eleemosy- 
nary activity.” Well-secured, interest- 
bearing loans or other sound investments 
will offset their liabilities. For these rea- 
sons the chance that these government 
commitments will become a burden to 


42 Marshall E. Dimock, “These Government 
Corporations,” Harper's Magazine, May, 10945, 
P. 570. 
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the taxpayer is much more remote than 
in the case of the primary public debt. 

3. Finally, it may be questioned 
whether in the majority of cases, con- 
tingent liabilities assumed on behalf of 
government corporations add anything 
to the existing political and moral obliga- 
tions of the federal government. A situa- 
tion in which the federal government 
would decline to support its own instru- 
mentalities is almost inconceivable. 

If, for instance, during another great 
depression the resources of government 
corporations in the mortgage, commer- 
cial banking, and insurance fields should 
prove inadequate, it is generally antici- 
pated that the federal government could 
not avoid coming to their rescue by pro- 
viding either a direct guaranty or addi- 
tional funds. This would be true even if 


4 Cf. Hargreaves, “The Guaranteed Security 
in Federal Finance,” p. 561. 


the government had previously avoided 
assuming any guaranty.* In other words, 
the ultimate security of such government 
corporations as are not allowed to borrow 
on the credit of the United States never- 
theless rests largely on the credit of the 
federal government.*s 

Under those circumstances the signifi- 
cance of contingent liabilities should not 
be exaggerated. One of their functions 
seems to be to put the stamp of legality 
upon existing moral and political re- 
sponsibilities. 
AMERICAN UNIVERSITY 

WasainctTon, D.C. 


44 Twentieth Century Fund, Debis and Recovery 
(New York, 1938), pp. 236-37; Hargreaves, Federal 
Fiscal Policy, pp. 120-21; W. H. Steiner and E. 
Shapiro, Money and Banking (rev. ed.; New York, 
1941), Pp. 167. 

45H. G. Moulton and Associates, Capital Ex- 
pansion, Employment, and Economic Stability 
(Washington, 1940), p. 311. 
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THE BUDGET APPROACH TO WAGE ADJUSTMENTS—A CASE STUDY 





JULES BACKMAN 


ORKERS have used a number of differ- 
\¢ ent arguments to justify increases in 
their wages. The more important have in- 
cluded: (1) increases in productivity, (2) 
rises in cost of living, (3) availability of large 
profits (ability-to-pay argument), (4) elimi- 
nation of substandard wages, and (5) expan- 
sion of consumer purchasing-power to sus- 
tain prosperity. The arguments emphasized 
usually vary with economic conditions. The 
purchasing-power thesis (No. 5) would ap- 
pear to have its greatest appeal during times 
of depression. However, it was used with 
considerable success to counter the “defla- 
tion bogey” conjured up in the period im- 
mediately following VJ-Day; and during pe- 
riods of rising prices the cost-of-living argu- 
ment is most frequently heard, as was clear- 
ly evident in the fall of 1946. A corollary to 
this cost-of-living approach is found in re- 
course to budget studies to prove that wage 
levels are inadequate. 

During the past few years workers in sev- 
eral industries have introduced the results 
of budget studies to support their claims for 
higher wages. These budget studies purport 
to show how much it has cost the worker to 
meet his living expenses in the past or how 
much is required to meet some goal set up as 
a minimum by the workers or their repre- 
sentatives. Usually these budgets provide 
detailed breakdowns to show how much is 
required to cover expenditures for food, 
clothing, housing, fuel and light, etc. Thus, 
for example, the textile workers have used 
the budget approach to establish that the 
wages they receive are substandard. Steel- 
workers, on the other hand, have used this 
approach to prove that, despite record earn- 
ings, they were still going into debt, and 
hence a wage increase was necessary. 

Since the time is usually relatively lim- 
ited, one of several available budgets may be 
used, depending upon the objective sought. 


The best known are the Heller budgets for 
San Francisco" and the maintenance and 
emergency budgets prepared by the Works 
Progress Administration for March, 1935.” 
The Bureau of Labor Statistics repriced the 
maintenance budget, except for the housing 
item, in 1938. Since that time they have 
estimated its cost for several dates, the last 
one being June 15, 1943. In the 1946 rail- 
road-wage case, the brotherhoods used these 
budgets to support their demands for higher 
wages. 

It is difficult, time-consuming, and expen- 
sive to set up special budgets for particular 
communities or groups of workers. Thus the 
United Steelworkers of America, C.LO., 
spent $25,000 and took a period of more than 
three months to determine the expenditures 
of steelworkers. Although that union started 
out to sample 1,500 workers, selected at ran- 
dom out of more than 500,000 members, the 
study, because of time limitations, was ac- 
tually based on inquiries directed to only 
1,000 workers. Of this group, usable data 
concerning the income of the head of the 
family were obtained from only 589 work- 


*Heller Committee for Research in Social 
Economics, Wartime Budgets for Three Income Levels 
(University of California, 1943). The Heller Com- 
mittee presented budgets for the families of an 
executive, a white-collar worker, and a wage-earner 
in San Francisco. 


2 The Works Progress Administration priced two 
budgets in March, 1935: (1) a maintenance budget, 
which represented “normal or average minimum 
requirements for industrial, service, and other 
manual workers,” and (2) an emergency budget, a 
smaller one, which took into account “certain 
economies which may be made under depression 
conditions” (Margaret L. Stecker, Intercity Differ- 
ences in Costs of Living in March 1930, 59 Cities 
[“Research Monographs,” No. XII (Works Prog- 
ress Administration, 1937)], pp. xii—xiii). 

3U.S. Department of Labor, Bureau of Labor 
Statistics, “Estimated Intercity Differences in Cost 
of Living, June 15, 1943” (mimeographed). 
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ers; the expenditures budget finally derived 
was based upon a sample of only 187 fam- 
ilies.4 

There is a significant difference between 
the budgets prepared by the Heller Com- 
mittee and the W.P.A. budgets, on the one 
hand, and that prepared by the steelwork- 
ers, on the other. The former represent the- 
oretical budgets determined by pricing a 
designated basket of goods and services; the 
steelworker budget represented an analysis 
of the actwal expenditures of that group at 
that time. Since there is a tendency for per- 
sons in moderate-income groups to spend up 
to their incomes, studies of the latter type 
would appear to have limited value as a 
guide to the adequacy of the earnings of such 
workers. However, studies of actual expendi- 
tures do provide very valuable information 
concerning the spending patterns and habits 
of the groups surveyed. 

But the determination of which budget is 
most appropriate in the particular case is 
only part of the problem. Other questions 
arise in the application of that budget to a 
specific industry or a plant in that industry. 
What proportion of the workers in the in- 
dustry or plant affected have the number of 
dependents assumed in the budget adopted? 
What proportion of the workers in that 
group and in the plant fail to earn the 
amount required to meet the budget estab- 
lished? Since a budget is for family expendi- 
tures, should not the need be measured 
against the total family income rather than 
on the basis of the earnings of only one in- 
come recipient in that family? Questions 
such as these must be considered in deter- 
mining whether the budget approach pro- 
vides an adequate standard for measuring 
the need for wage adjustments in particular 
industries and, more important, in connec- 
tion with specific companies. Although the 
following discussion is based largely on the 
problems encountered in connection with 
the use of the budget approach in the textile 
industry, many of the observations are 
equally applicable to other industries. 


4 The Steelworkers in 1943 (United Steelworkers 
of America, 1944), pp. 2, 3, 4, 9- 
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THE T.W.U.A. BUDGET 


As a basis for its demands for higher 
wages in 1944, the Textile Workers Union of 
America, C.I.0., repriced the W.P.A. emer- 
gency budget for five textile cities.’ This 
budget was selected “‘because it represented 
the lowest conceivable budget which could 
be proposed for active, patriotic, self sup- 
porting, self respecting, American workers’ 
and hence could be used to determine sub- 
standard wages. 

The T.W.U.A. budget of $1,752.18,’ it 
should be noted, departed from the W.P.A. 
emergency budget in the following four re- 
spects: 

1. It substituted the low-cost family-food 
plan developed by the Bureau of Human 
Nutrition and Home Economics, United 
States Department of Agriculture, for the 
food budget priced in the W.P.A. emergency 
budget. That this substitution represented a 
major increase in the food expenditures is 
indicated by a comparison between the esti- 
mated relative costs in March, 1935. Ac- 
cording to the T.W.U.A. study, the cost of 
the Bureau of Human Nutrition food budget 
would have been $434.51 in March, 1935,° as 
compared with the allowance of $340 in the 
W.P.A. emergency budget and $448 in the 
W.P.A. maintenance budget at that time.’ 
The substitution of the Bureau of Human 
Nutrition budget in line with current ideas 
on the requirements of a minimum , food 
budget, therefore, makes possible a higher 
level of living, so far as food is concerned, 
than that contemplated in the W.P.A. emer- 
gency budget. In fact, the cost of this re- 
vised food budget was almost the same as 
that in the W.P.A. maintenance budget as 


5 Substandard Conditions of Living (New York: 
Textile Workers Union of America, C.1.0., 1944). 
6 Tbid., p. 4. 


7The budgets for the five cities ranged from 
$1,694.65 for Henderson, N.C., to $1,787.67 for 
West Warwick, R.I. The average for the five cities 
was $1,752.18. 


8 Substandard Conditions of Living, p. 32. 


9° Stecker, op. cit., p. xix. 
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THE BUDGET APPROACH TO WAGE ADJUSTMENTS 59 


repriced by the Bureau of Labor Statistics 
in June, 1943." 

2. An adjustment of $109.18 was includ- 
ed in the T.W.U.A. budget for a so-called 
“food-buying-habits” adjustment to allow 
for such factors as “wastage, purchase of 
larger packages than required, bad purchas- 
ing habits, inadequate information, all of 
which increase food costs beyond budget 
levels.” 

3. An allowance of $175.22 was included 
for war-bond purchases. 

4. An allowance of $17.52 was included 
for social security taxes and $34.90 for with- 
holding taxes.” 

Two of the above modifications may be 
questioned: the allowance for war-bond pur- 
chases and the food-buying-habits adjust- 
ment. There is an inconsistency between the 
objective of pricing a budget to determine 
minimum living standards and the inclusion 
of a savings allowance of $175.22. Similarly, 
the T.W.U.A. study does not contain ade- 
quate evidence to support the food-buying- 
habits adjustment of $109.18."3 Mr. A. F. 
Hinrichs, acting commissioner of labor 
statistics, observed at the time that “‘it is 
going to be difficult to support the allowance 
of $109 per year which you have included to 
compensate for lack of knowledge of nutri- 
tion and poor planning in food buying. There 
is no way of knowing how much money 
would be required to insure adequate diets 
for textile workers’ families to compensate 
for these factors.’”"4 The exclusion of war- 


1 Compare the food budgets in the U.S. Depart- 
ment of Labor, Bureau of Labor Statistics study, 
“Estimated Intercity Differences in Cost of Liv- 
ing, June 15, 1943,” which showed the repriced 
W.P.A. maintenance budget for thirty-three large 
cities, with the food budget used in the T.W.U.A. 
survey. 


™ Substandard Conditions of Living, p. 26. 
* Ibid., pp. 58-59. 


3 For a detailed analysis of the reasons why this 
allowance should not be included see Jules Back- 
man and M. R. Gainsbrugh, “Subsistence Budgets, 
1944 Model,” Management Record (The Conference 
Board, October, 1944), pp. 279-86. 


™ Letter to Mr. Solomon Barkin from A. F. 
Hinrichs, April 15, 1944. 


bond purchases and the food-buying-habits 
adjustment reduces the T.W.U.A. budget 
to $1,454.74."5 This total includes an allow- 
ance for income taxes."* This adjusted budg- 
et of $1,454.74 is equivalent to 72.7 cents an 
hour for a 2,000-hour year. 

To indicate the problems encountered in 
applying this budget to a particular group of 
workers, the writer is drawing largely upon 
the results of a detailed analysis of the dis- 
tribution of the 9,370 workers in a large 
rayon-manufacturing plant by number of 
dependents and the distribution of their 
hourly wage rates’ (referred to hereinafter 
as the “textile study”). The company in- 
volved draws its labor force largely from 
West Virginia and Maryland. Wages in this 
plant are higher than the average for the 


TABLE 1 
Cents 
per Hour 
Textile-mill products and other 
fiber manufactures... . . 68.2 
Cotton manufactures, except 
small wares ....... . §0.7 
Silk and rayon goods . . . 66.6 


textile industry. According to the United 
States Bureau of Labor Statistics, the aver- 
age hourly earnings for the various textile 
categories in January, 1944, were as shown 
in Table 1. These hourly figures include al- 
lowances for all the factors which have in- 
creased wartime earnings of wage-earners, 
that is, overtime payments, shift differen- 
tials, upgrading, merit increases, etc. In the 


1s See “Report of Fact Finding Panel [Northern 
Textile Case], 25 New England Cotton and Rayon 
Companies and the Textile Worker’s Union of 
America, C.1.0., and 6 New York and Pennsylvania 
Rayon Companies and the Textile Worker’s Union 
of America, C.I.0., National War Labor Board, 
September 25, 1944” (mimeographed), Table 3. 

6 While the inclusion of income taxes in the total 
for the family budget may be justified in this in- 
stance because of the nature of the budget, it would 
not be appropriate to include such taxes in budgets 
for higher levels of living. To do so is to negate the 
will of Congress as to how the tax burden should 
be distributed. 

117 These data were presented in detail in the 
writer’s testimony before the Third Regional War 
Labor Board, Case No. 111-7373-D, October 12, 1944. 
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textile plant surveyed, the average hourly 
wage rate exclusive of overtime premiums 
and shift differentials was 80.4 cents in Jan- 
uary, 1944; inclusive of shift differentials, 
the average hourly rate was 81.9 cents. Be- 
cause of this relatively higher wage scale, the 
plant was not representative of the industry, 
and hence conclusions concerning the level 
of wages in this plant in relationship to the 
T.W.U.A. budget should not be generalized 
for the entire textile industry. However, this 
does not impair the usefulness of the follow- 
ing data as an illustration of the difficulty of 
applying the T.W.U.A. budget or any sim- 
ilar budget to the workers in a specific plant. 

Moreover, although hourly wages in the 
selected plant were substantially higher than 


TABLE 2 
Cents 
per Hour 
Textile-mill products and other 
fiber manufactures... . . 85.8 
Cotton manufactures, except 
smallwares........ 78.8 
Silk and rayon goods... . . 83.8 


those in the textile industry generally early 
in 1944, when the survey was made, textile 
wages have since risen substantially. Thus, 
by March, 1946, average hourly earnings for 
the categories previously cited were as 
shown in Table 2. These wages are in line 
with those in the selected plant at the time 
of the study. During this same period the 
B.L.S. cost-of-living index rose from 124.2 
to 130.2, or 4.8 per cent. After adjusting for 
this increase in living costs, the hourly earn- 


ings required to meet the T.W.U.A. budget — 


would be slightly above 75 cents. Thus, the 
following findings would appear to have 
greater applicability in the textile industry 
generally in 1946 than was the case in 1944. 


SIZE OF URBAN FAMILIES AND NUMBER 
OF DEPENDENTS OF WORKERS 


While it is difficult to determine the dis- 
tribution of workers’ families by size, it is 
now possible to obtain data concerning the 
number of dependents of industrial workers in 
many plants from the United States Treas- 
ury Department Form W-4 (Employees’ 


Withholding Exemption Certificate) filed 
by each employee. This is the sworn form in 
which the employee declares his dependency 
status for the purpose of determining the 
amount of withholding taxes. If there is any 
bias in such a compilation, it would appear 
to be toward an overstatement of the number 
of dependents, because the larger the num- 
ber of dependents claimed, the smaller the 
withholding tax paid. In plants where these 
data are kept on punch cards, it is a relative- 
ly simple task to run the cards through the 
machine and to obtain data such as those 
discussed below. It is probable that the aver- 
age-size family will be somewhat larger than 
indicated by an analysis of the withholding- 
tax data because of second or third income 
recipients in the family. But for the purpose 
of comparison with the budget, this is not a 
very significant factor. It is still possible to 
make useful comparisons of the wages of 
workers claiming three dependents with a 
budget for a family of four, although in some 
cases the actual family of the worker may 
be larger. 

Budget analyses in recent years have 
usually been for a family of four. This was 
true of the W.P.A. emergency budget, which 
was for a man, woman, boy aged thirteen, 
and girl aged eight. Actually, only those 
workers supporting a family with the above 
or a similar composition should have their 
earnings compared with the requirements of 
such a budget. But it is probable that no sig- 
nificant margin of error is introduced if it be 
assumed that such a budget is applicable to 
all workers with three dependents. However, 
there would not appear to be any basis for using 
a budget for four to indicate the requirements 
of a worker who had more than three depend- 
ents or for one who had less than three depend- 
ents. 

The essential facts concerning the claimed 
dependents of the workers in the textile 
plant previously referred to are indicated in 
Table 3, in which the husband or wife of the 
worker is treated as one dependent. This ta- 
ble shows the number of claimed dependents 
reported for withholding-tax purposes by 
each of the 9,370 workers in this textile plant 
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in June, 1944. Of these, 2,932 single em- 
ployees and 305 married employees claimed 
no dependents. This group accounted for 
34.5 per cent of the total number of workers. 
An additional 2,275 employees, or 24.3 per 
cent of the total, claimed one dependent, 
while 1,610, or 17.2 per cent, reported two 
dependents. Thus, 76 per cent, or more than 
three-fourths of these employees, had fewer 
than the three dependents postulated in the 
T.W.U.A. budget. 

Clearly, the budget estimated by the 
T.W.U.A. could not logically be claimed to 
apply to the 76 per cent of the employees in 


TABLE 3 


DISTRIBUTION OF CLAIMED DEPENDENTS OF 
ALL WORKERS IN LARGE TEXTILE PLANT 














Number of Claimed Number Percentage of 

Dependents of Workers Total Workers 
eee rome 3,237 34.5 
Rs cuca daathbeaedauae 2,275 24.3 
Di ciikee eaten tuaces 1,610 17.2 
Oa nicnctbewiaiceetteltsed 1,182 12.6 
More than 3........ 1,066 11.4 
ME eaxesanenee 9,370 100.0 











the groups noted above. In fact, only 1,182 
employees, or 12.6 per cent of the total num- 
ber, claimed three dependents, while a some- 
what smaller number reported more than 
three dependents. A special study of 21,640 
cotton textile workers in southern plants 
early in 1946 revealed a similar picture (Ta- 
ble 4)."8 

Table 5, which shows the distribution of 
the number of dependents of the approxi- 
mately 150,000 workers employed by the 
steel-producing subsidiaries of United States 
Steel Corporation, furnishes another interest- 
ing example."® The steelworker’s expendi- 

8 Jules Backman and M. R. Gainsbrugh, Eco- 


nomics of the Cotton Textile Industry (The Con- 
ference Board, 1946), p. 63. 

*? These data are condensed from the writer’s 
statement before the Steel Panel of the National 
War Labor Board (see Jules Backman, “The Claims 
of the Union with Regard to the Economic Position 
of the Steelworker,” Part II, Case No. 111-62 30-D, 
14-1, et al., May 16, 1944, pp. 20-25). 
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ures study previously noted was based upon 
the average expenditures of 187 families, 
averaging 4.34 persons,” that is, a wage-earn- 
er and 3.34 dependents. Table 5, which cov- 
ers about 150,000 workers, shows that only 
about one-quarter of the workers had either 


TABLE 4 


DISTRIBUTION OF CLAIMED DEPENDENTS OF 
WORKERS IN SEVERAL SOUTHERN COT- 
TON TEXTILE MILLS 























Number of Claimed Number Percentage of 

Dependents of Workers Total Workers 
Db tavesndtavesncket 7,3°5 33.8 
Si custusteawexanaad 5,671 26.2 
OS, cc debeteededane 4,395 20.3 
ik cas ialnde wide’ 2,250 10.4 
More than 3........ 2,010 9.3 
, re 21,640 100.0 

TABLE 5 


DISTRIBUTION OF CLAIMED DEPENDENTS OF 
ALL WORKERS IN UNITED STATES STEEL 
CORPORATION SUBSIDIARIES 














Number of Claimed Number Percentage of 

Dependents of Workers Total Workers 
Oh kin issaeiecisiess 24,885 16.5 
eee ee ae ee 42,493 28.3 
Diaitnasenkeadeseee 34,048 22.7 
OO cteeegde .aeutway 25,477 17.0 
le a ree 12,409 8.3 
More than 4........ 10,680 7.2 
Mt kn knordetes 149,992 100.0 











3 or 4 dependents, while an additional 22.7 
per cent of the total had 2 dependents. 
Moreover, if the 16.5 per cent of the workers 
without dependents is excluded, the remain- 
ing workers had an average of 2.4 depend- 
ents, or almost 1 dependent less than the 
group upon whom the steelworker’s expendi- 
tures study was based. The difficulty of ap- 
plying the budget approach under these con- 
ditions should be apparent. 

Because of the difference between the 
Treasury concept of a dependent, and that 


2° The Steelworker in 1943, p. 9. 
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used in connection with Census data for 
families, it may be felt that the withholding- 
tax data are of questionable validity as a 
source of data for budget-study comparisons. 
However, the Census data also show that 
most families have less than four members, 
the number used in budget studies (see Ta- 
ble 6). 

More than three-fifths of the urban family 
units had fewer than four members. In fact, 
only 17.7 per cent of the total were families 
of four, while about 20 per cent of the fam- 


TABLE 6* 
URBAN FAMILIES BY SIZE IN 1940 


Persons in Family Proportion of Total 





«ss eee 6 0 © @ @ II.I 
Oe ee ee ee 27.5 
Se ee ee 22.9 
Or we a a ee 17.7 
RG Ss ow ees 20.8 
eee 100.0 

* Bureau of the Census (1940), ‘‘Family 
Composition and Migration Status of Family 


Head for States,’’ Population and Housing, 

(‘Series PH4,”’ No. 2 [April 6, 1943]), p. 3. 
ilies were larger in size. It is possible that 
many of these larger families had two or 
more workers. This assumption is borne out 
by the relatively small number of workers 
who claimed more than three dependents 
and the relatively large number who claimed 
no dependents in the textile and steelworker 
studies. 


T.W.U.A. BUDGET APPLIED TO A 
SPECIFIC PLANT 


But the fact that only a small proportion 
of the workers claim responsibility for the 
same number of dependents as are used in 
the budget studies is only part of the story. 
The next problem is to determine how many 
of these workers do not meet the standards 
suggested by the budget. This requires an 
analysis of the wages paid to each worker 
and the relationship between these hourly 
rates and the number of dependents. In this 
connection some illuminating data were 
compiled by the writer in the textile case 
mentioned previously. Although living costs 
are met out of total incomes, in the following 


tables the hourly wage rates are used, that 
is, the data are exclusive of shift differentials 
and overtime payments, both of which con- 
tributed to total earnings. 

A detailed analysis of the earnings of 
these textile workers revealed that those 
with more dependents tended to have higher 
hourly wage rates (see Table 7). The aver- 
age hourly wage rates for all workers in- 
creased from 70.2 cents for those with no 
claimed dependents to 87.4 cents for those 
with three dependents and 87.9 cents for 
those workers claiming more than three de- 
pendents. This tendency is a logical one, 
since the workers with more dependents are 
probably the older workers in the plant and 
those who have been working longest at 
their jobs. For female workers, however, the 
average hourly wage rates were about equal 
for each category of workers, that is, women 
with three claimed dependents earned, on 
the average, about the same rate as those 
with fewer dependents. However, 54 per 


TABLE 7 


AVERAGE HOURLY WAGE RATES (CENTS PER 
Hour) OF EMPLOYEES GROUPED BY DE- 
PENDENCY CLASSES, JUNE 30, 1944 




















Number of All 

Dependents Employees Male Female 
Sapo ey 70.2 74.9 68.1 
Deivenede sawn 76.1 81.3 66.8 
Rickcincoswene 84.0 88.7 69.1 
ee 87.4 89.8 68.5 
More than 3... 87.9 89.9 68.6 





cent of the women claimed no dependents, 
while an additional 31 per cent claimed only 
one dependent. 

The fact that it was workers with no de- 
pendents or only one dependent who ac- 
counted for the preponderant proportion of 
those receiving the lowest hourly wages is 
shown clearly in Table 8. This table shows 
the number of workers who receive less than 
75 cents an hour, those receiving between 75 
and 853 cents an hour, and those receiving in 
excess of 854 cents an hour, distributed ac- 
cording to the number of claimed depend- 
dents. Thus, of the 4,983 workers receiving 
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less than 75 cents an hour, 2,864, or 57.5 per 
cent, had no dependents, while an additional 
1,168, or 23.4 per cent, claimed one depend- 
ent. A total of only 414 workers had three or 
more dependents and earned less than 75 
cents an hour; they accounted for only 8.3 
per cent of the workers receiving this rate. 
It is only in this group of 414 workers that 
those who failed to meet the requirements 
of the adjusted T.W.U.A. budget are found. 
The 75-cents-an-hour figure means that, 
even if these employees worked 1,940 hours 


TABLE 8 


DISTRIBUTION OF TEXTILE WORKi. S BY NUM- 
BER OF DEPENDENTS AND AVERAGE HOURLY 
WAGE RATES, JUNE 30, 1944 














Number of Under 75-85) | Over 85} All 
Catnet Cents| Cent Cents | Worker 
Dependents 7s Cen ents ents rke . 
Cxissndden 2,864 357 16 3,237 
eres 1,168 338 769 2,275 
ie swesresa 537 312 716 1,610 
Oe orale mata 222 272 688 1,182 
More than 3 192 241 633 1,066 
Total....| 4,983 | 1,520 | 2,867 9,37° 

















a year (483 weeks), they would have earned 
enough to meet the budget requirement." 


SUPPLEMENTARY INCOMES 


Emphasis should be given to another un- 
derlying fallacy in the budget approach: it 
compares the needs of a family of four with 
the income of one wage-earner. Such an ap- 
proach ignores the fact that many families 
may have supplemental incomes either be- 
cause there is more than one breadwinner or 
there may be other sources of income, such 
as dependency allotments from members of 
the armed forces. There are some over-all 
figures which show that it is not an unusual 
phenomenon to have more than one wage- 
earner in a family. A survey of 4,077,000 

*In this plant the average number of hours 
worked in the year ended March 31, 1944, by the 
5,433 (out of 9,370) employees who had worked 
for a full year was 2,031. For male workers, the 
average, including overtime, was 2,108 hours; for 
female workers it was 1,938 hours. 





families with an income between $1,000 and 
$2,000 in 1941 is shown in Table 9.” Thus, 
in 1,451,000 families, or more than 35 per 
cent of the total, there were more than one 
wage-earner in 1941. 

In the textile industry in particular, mul- 
tiple wage-earners are a typical phenome- 
non.?3 The applicability of this subsistence 
budget to a family in which the wife works 
is open to serious question. Under such cir- 
cumstances additional expenses are incurred 
which must be met. These include the pur- 
chase of more ready-to-eat foods than are 
allowed in the emergency budget, lunches at 
work, laundry service, and care of the chil- 
dren. In other words, an allowance must be 
made because working wives do not produce 
as much in the home as women who devote 
all their working time to production at 
home. Although the earnings of the working 
wife probably provide the means of meeting 


TABLE 9 


NUMBER OF FAMILIES WITH MORE THAN ONE 
WAGE-EARNER WHERE FAMILY INCOME 
Is BETWEEN $1,000 AND $2,000 














Families 
Families Having 
. : Total 
Family Income | Having One| More than Famili 
Wage-Earner| One Wage- — 
Earner 
$1,000-$1,500..| 1,156,000 569,000] 1,725,000 
$1,500-$2,000..| 1,470,000 882,000] 2,352,000 
, ee 2,626,000] 1,451,000] 4,077,000 














these extra expenses, the fact remains that 
the budget would not portray adequately the 
minimum costs of that family. Because of 
this fact, too, the budget approach must be 
treated with serious reservation. 


= Hearings before the Committee on Ways and 
Means, House of Representatives, Revenue Revision 
of 1943, P- 45- 

23 “Employment of the wife as well as the hus- 
band is fairly common in cotton textile communi- 
ee In cotton textile communities, the pro- 
portion of married women who are gainfully em- 
ployed is substantially larger than in ihe United 
States as a whole, but rarely exceeds one quarter” 
(see “Report of Fact Finding Panel [Northern 
Textile Case],” pp. 19-20). 
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SUMMARY AND CONCLUSIONS 


Several conclusions emerge from the fore- 
going analysis: 

1. The withholding-tax data provide a 
useful source of information concerning the 
number of dependents of wage-earners. 

2. While the withholding-tax data are 
_ not for families, the distribution shown for 
the textile and steelworkers studies was not 
significantly different from that shown in 
the Census data for families of three and 
four. Additional studies are necessary to de- 
termine how widely this conclusion applies. 

3. The budget approach has limited ap- 
plicability when a budget for four persons is 
used, because only a small proportion of the 
families are of this size. 

4. If the budget approach is to be used, 
should not budgets for families of different 
size be compared with the earnings of work- 
ers of those families—for example, a budget 
for three persons with the earnings of a work- 
er with two dependents, a four-person budg- 
et with the earnings of a worker with three 
dependents, etc.? Such a series of compari- 
sons would be more meaningful than the 
present tendency to use the four-person 


budget as a standard against which to meas- 
ure the adequacy of the average earnings of 
all workers in a plant or industry without re- 
gard to their family responsibilities. How- 
ever, the cost of such studies might be pro- 
hibitive, and the time required would usual- 
ly not be available. 

5. A comparison between a budget and 
average earnings for workers with the appro- 
priate number of dependents tells only part 
of the story. The real question is: How 
many workers actually fail to meet the 
standard which is set up? This calls for the 
preparation and analysis of a frequency dis- 
tribution of the earnings of workers in the 
affected group. 

6. The expenditures required in a budget 
must be met out of the total income of the 
family or group affected. Hence, some em- 
phasis should be given to supplementary in- 
comes. 

7. It is recognized that a study of a differ- 
ent segment of the textile industry would 
have yielded different results, but this only 
emphasizes the great need for care in using 
the budget approach. 


New York UNIVERSITY 
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THE ECONOMIC MIND IN AMERICAN CIVILIZATION: A REVIEW: 





A. B. WOLFE 


CCORDING to the jacket, this work is 
A “a history of the American contribu- 
tion of economic thinking—a fundamental 
study in our culture.” It is important to 
note that it deals with the economic mind of 
the American people—all sorts of people. It 
is not Dogmengeschichie in the sense in which 
the ordinary history of economic doctrine is. 
To what extent its subject matter is eco- 
nomic “thinking” is a matter of definition. 
The present two volumes bring the study 
down to 1865. A further study of the period 
following is promised for publication 
shortly. 

The author starts with an excellent brief 
survey of “the English Heritage.” Essen- 
tially it was aristocratic in its devotion to 
“order,” that is, the status guo; commercial 
in its interests; and mercantilist in its 
ideology and policy. Then, for ten chapters 
and 240 pages, he takes us through the to- 
bacco economy of Virginia, “the New Eng- 
land Way” (the economy of Puritan theoc- 
racy), and the Revolution, with a brief 
glance at commercial New York, a long ac- 
count of the role of paper money in the 
Colonies, and chapters on “William Penn: 
Feudal Lord and Man of Commerce” and 
the two disciples of Penn, “Benjamin 
Franklin: Gentleman of Commerce” and 
“John Woolman: Quaker Humanitarian.” 
A chapter on the “Political Economy of the 
Eighteenth Century” gives the views of a 
score or so of Colonials, most of whom this 
reviewer, at least, never heard of. Obscure or 
not, however, most of them seem to have 
been decided economic royalists. 

The rest of Volume I takes us through the 
post-Revolution problems of adjustment, a 


‘Joseph Dorfman, The Economic Mind in 
American Civilization, 1606-1865, Vols. I and II. 
New York: Viking Press, Inc., 1946. Vol. I: pp. xii+ 
499+xxxi; Vol. II: pp. vii+503-987+lv. $7.50, 
boxed. The two volumes are continuously paged. 
There are eighty-six pages of bibliographical notes. 
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decade of Federalist power, the “victorious 
Republicans,” the war for “free trade and 
seamen’s rights,” the era of “good feeling,” 
the social philosophies of the Founding 
Fathers, and, finally, “the international 
commercial mind.” In presenting his mate- 
rial, Professor Dorfman has made as good a 
pragmatic compromise between a topical 
and a chronological arrangement as could be 
expected. Nevertheless, it will be a wary 
reader who does not occasionally lose his 
way. There are many abrupt turnings and 
broken trails. 

Dorfman is correct, of course, in his be- 
lief that “economic thought shares the char- 
acteristics of the contemporary forces [inter- 
ests?] at play” (Preface, p. ix). In the two 
hundred and sixty years covered by these 
two volumes, the specific forms and occa- 
sions of interest-conflicts naturally changed 
from time to time, but not their basic char- 
acter. From Colonial times on, the “eco- 
nomic mind” was powered by material ac- 
quisitive motives, complicated by sectional 
and class interests which dominated, then 
even as now, the political stage. Down to the 
time of Jackson at least, despite a little in- 
filtration of Adam Smith and Ricardo 
among the few academic intellectuals, what 
economic thinking there was in this country 
was the crassest kind of mercantilism. With- 
in its limits there was much naive contro- 
versy over agriculture versus “commerce,” 
which impresses us as quaint and antique 
until we remember that the issue between 
the Agrar- and the Indusiriestaat ideas was 
a lively one in Germany down to the end of 
the nineteenth century. 

Other perennial interests and issues were 
paper money and banking, land speculation 
and policy (with persistently recurrent pro- 
posals to make land the backing for liberal 
issues of inconvertible currency), taxation 
and the public debt, the tariff, slavery, and, 
in the later years, internal improvements. 
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The author has not sought the economic 
mind of America exclusively—hardly at all, 
in fact—in the professional economists; 
understandably so, for we tend to forget how 
few of them there were. Rather, he has 
found that mind not exactly in the common 
man but in the opinions and sentiments of a 
great array of individuals, some prominent, 
many obscure, who in one way or another 
got into print. Unavoidably, this takes the 
author into political literature, and keeps 
him there, from the Federalist and the state 
papers of Hamilton and Jefferson to books 
and letters, newspapers, propaganda pam- 
phlets, and blatant political speeches. The 
result is quite as much a history of political 
views and issues as it is of economic thought. 
It appears not as an integrated account of 
the evolution of American economic think- 
ing but as a strand on which the author 
strings his abstracts of the ideas of the 
various men—and a woman or two—whose 
published pronouncements, by virtue of a 
decade of labor, he has disinterred from 
dust-incrusted stacks and files. This re- 
viewer, for one, being neither a historian 
nor addicted to submitting voluntarily to 
cruel and unusual punishment, wishes Dorf- 
man had left a lot of them resting there in 
innocuous oblivion. Having set his course, 
Dorfman has to be extremely catholic in his 
inclusiveness. A campaign document is as 
good a source as a treatise on economics or a 
disquisition on moral philosophy (which has 
had more to do with economic slants and 
prejudices than we ordinarily realize). It is 
as if one writing on present-day economic 
thought based his analysis as much on the 
speeches of Mr. John W. Bricker, Mr. 
Henry Wallace, editorials of the Chicago 
Tribune and P.M., and the propaganda lit- 
erature of the C.1.0., the A.F. of L., the 
United States Chamber of Commerce, the 
National Manufacturers’ Association, and 
the various farm blocs, as on Hansen and 
Hayek, the economic journals, and the Pro- 
ceedings of the American Economic Associa- 
tion. Something may be said for such a pro- 
cedure, but only on the understanding that 
we are surveying economic rationalization 





A. B. WOLFE 


rather than economic ratiocination. In fact, 
it is from this angle that the book should be 
evaluated. It is a study of the economic 
“mind,” not specifically of economic 
“thought.” “Mind” covers a lot of processes 
other than thinking. It includes fixations, 
prejudices, intolerances, feelings, sentiments 
—in fact, the whole range of affective states 
which condition what we loosely and inac- 
curately call “opinion.” Dorfman’s contri- 
bution can therefore be regarded as a his- 
torical study of the climate of opinion or of 
the sociology of “knowledge.” Only so is it 
possible to understand or to justify the 
range and inclusiveness of his source mate- 
rial. 

Obviously, Dorfman means to let the 
sources speak for themselves. He keeps him- 
self in the background, though one has the 
feeling that he is somewhere about all the 
time. He cites no secondary sources. Com- 
mons’ Documentary History of American 
Labor, for example, which might be sup- 
posed to throw some light on certain aspects 
of the American economic mind, is not men- 
tioned. 

If Dorfman’s purpose is to let the eco- 
nomic (political?) mind reveal itself, we 
must conclude that he has accomplished his 
purpose, provided that an author has no re- 
sponsibility to ease the task of his readers 
and provided that we are sure that he has 
selected and represented his sources without 
bias. There is no apparent reason to think 
that he has not done so. One cannot help 
imagining, however, that he is not without a 
subtle satisfaction in the discovery that the 
politicians of 1760 or 1840 were not differ- 
ent—not much worse or much better—than 
those of today. But Dorfman is not the first 
to make this discovery, whether it is true or 
not. Consequently, if even the Founding 
Fathers are revealed by their writings—and 
especially by the biographical sketches 
Dorfman provides of many of them—as not 
entirely absorbed in the public welfare, to 
the total neglect of their personal material 
interests, it comes as no great shock. The 
market has been discounted beforehand. 

We do not mean to imply that Dorfman 
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neglects such “academic” economics as 
there was. Two chapters deal with the 
“higher learning,” from 1789 to 1829 and 
from 1829 to 1861. In the earlier period the 
meager facilities for higher education were 
not only clearly dominated by the clergy 
but also subject to the constant interference 
of political factions. (Some of the cloth were 
not averse to taking a turn in politics, on 
occasion.) In the latter period the clergy no 
longer had control, but politics was still 
much in evidence. Despite this—or because 
of it—education now had the high moral 
task of combating radicalism. Moral phi- 
losophies with a purpose—the preservation 
of private property and the status quo— 
appeared, as wellas a considerable number of 
texts on political economy, none of which 
raised any question about the finality of 
capitalism and private enterprise. The text- 
book writers belonged, however, to diverse 
“schools”—the northern laissez faire (Mc- 
Vickar, Young), the southern laissez faire 
(Cooper, George Tucker, Cardozo), the 
“American system” (Raymond, List, Jenni- 
son, Phillips, Alexander Everett). At that 
time, incidentally, there appeared the True 
Principles of Political Economy, in the Form 
of a Romaunt, by one David Stirrat, who 
argued for public works and a national in- 
come tax and was not afraid of a big nation- 
al debt. A New Dealer, in 1824! Dorfman’s 
discussion of these writers suffers from the 
dulness which seems inescapably indigenous 
to all histories of economic doctrine. They 
are pretty dreary stuff, wherever you find 
them.? 

In Volume II, sixty pages devoted to 
“The Labor Literature” touch on the politi- 
cal incident of the Locofocos but deal main- 
ly with the radical movements characteristic 
of the time. Here we meet with Albert 
Brisbane; Joseph Warren, the philosophical 
anarchist; the German Communist, 
Weitling; and the English Chartist, John 
Bray, together with others less well remem- 


7A fuller discussion of academic economics in 
America is provided by Michael O’Connor’s 
Origins of Academic Economics in the United States 
(New York: Columbia University Press, 1944). 


bered or completely forgotten—Orestes A. 
Brownson, Edward Kellogg, John Fitzler 
and his vision of the machine age, and 
Gilbert Vale, “disciple of Paine.” As every- 
one knows, there was in the 1830’s and 
1840’s an epidemic of extremely radical 
sentiment and schemes, derived in part from 
religious enthusiasms, in part from the influ- 
ence of European utopian socialists, and in 
part from indigenous movements, like the 
Women’s Rights Convention in Seneca Falls 
in 1848, which were bent on pushing the 
democratic ideal through to its logical con- 
clusions. Dorfman makes only incidental 
reference to Brook Farm and to Owen and 
New Harmony; and he neglects the Tran- 
scendentalists entirely, although Emerson 
and especially Thoreau might be thought to 
have had some slight influence on the 
American “economic mind.” One wonders 
also why there is no mention of the Oneida 
Community and John Alexander Humphrey 
Noyes, as well as of the lesser communistic 
experiments. Such experiments were, to be 
sure, powerless to turn the main current of 
American economy, but they were a part of 
the picture. There is no mention of Brigham 
Young and the Mormons, although they 
could not have been without some sig- 
nificance. If they had no permanent influ- 
ence on the climate of economic opinion in 
America, east of the Rockies at least, they 
were certainly as important as men like 
Etzler and Starrit. 

Earlier reviewers have acclaimed this 
work as a great piece of scholarship. It is, if 
one thinks of scholarship as the process of 
raking sources with a fine-tooth comb. Pro- 
fessor Dorfman has been engaged in research 
for these volumes since 1934; they obviously 
represent an amount of labor which would 
have stopped a less stouthearted student in 
his tracks. But to the present reviewer the 
product of this manumental labor is nearer 
the nature of a source book than of a work 
of finished scholarship. On the surface, there 
is little of Dorfman, the thinker and critic, 
and a great deal of Dorfman, the delver. 
Outside the Preface, which is brief but ex- 
cellent, he gives his reader little help. There 
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are no summaries. The author knows the 
forest, but the reader is likely to see not 
much but a lot of trees. Only a reader of 
unusual resourcefulness and uncommon per- 
sistence will be able to carry away from 
these 987 pages much more than confused 
and amorphous impressions. The work will 
probably be of great value to professional 
American historians, but we much doubt 
whether it will attain anything like the 
place in our general sociohistorical literature 
held by the works of Parrington and Beard 
—even, as the publisher suggests, as an 
“antidote” to them. 


Dorfman is a recognized scholar, but he 
cannot be regarded, at least in this work, as 
an artist. There is no selectivity, nor are 
there high lights. The perspective is flat. In 
page after page and chapter after chapter we 
are told in paraphrase or direct quotation 
what this one and that one said in print. 
And the number of persons whose 
“thought” we are informed about is ap- 
pallingly large. Naturally, a large proportion 
of them were relative nonentities. While the 
book is doubtless good history, it is poor 
historiography. It is hardly literature. 


Onto STaTE UNIVERSITY 
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Geschichte der Volkswirtschaftslehre. By EDGAR 
SALIN. Bern, Switzerland: A. Francke AG., 
1944. Pp. 224. Swiss Fr. 9.50. 

This third edition of Professor Salin’s His- 
tory of Economic Doctrine is considerably ex- 
panded from the second (1928), which was 
double the length of the first (1923). Even so, 
the story is here told from Athens to World War 
II in less than two hundred pages of readably 
printed text. Needless to say, the outline is a 
simple one and the depiction, executed in sweep- 
ing brush strokes, consists largely of interpre- 
tation. The main text is here followed by an 
Exkurs of some nineteen pages on methodology, 
material previously not segregated. It would as 
logically serve as an introduction; or, since it 
contains what the author is mainly concerned 
to say, it can be read independently, for the 
meat of the whole work. 

The Preface of the book begins with the 
claim that the first edition “‘showed for the first 
time in Germany itself [note ambiguity] the 
boundaries of the domain of validity of the long 
exclusively dominant historical schools.” In the 
present treatment, interest centers rather in 
combating the threat, as viewed by the author, 
of exclusive dominance of “rational theory,” 
exemplified by Pareto and the growing mathe- 
matical tendency. To this the author opposes 
anschauliche Theorie, for which he suggests “‘es- 
sential” or “intrinsic’”’ as an English equivalent 
(p. 212). Anschaulich is, of course, not the same 
as “historical,” nor are anschaulich and “ra- 
tional” mutually exclusive terms. The inten- 
tions of the historical schools were sound but 
were not properly worked out; and, in particu- 
lar, the writers erred in one-sidedness, like the 
contemporary rationalists. The author’s dichot- 
omy is expressed by the terms wesensanschaulich 
—or especially Gesamterkenninis—and Teiler- 
kenninis. Such German philosophical terms 
sound as if freighted with profundity; but to a 
mere American, with empirical and liberal indi- 
vidualistic prejudices, they are likely to seem a 
cloak for vagueness, if not evasion. 

The real issue is the meaning of economics, 
for the purpose of general theory and in relation 
to other social sciences. The disparaged “‘part- 
knowledge”’ deals only with the exchange econ- 


omy; “whole-knowledge” covers other aspects 
of social life viewed as an “economic system.” 
(This is Sombart’s concept; the author’s lavish 
praise of Sombart—and Marx—is significant, 
notably in contrast with his critical and dis- 
approving treatment of Max Weber.) This argu- 
ment sounds well. But it may be pointed out 
that exchange means a type of free mutual rela- 
tions between economic units, which may be of 
any kind. In “individualistic” society, the fam- 
ily is a unit at least as important as the individ- 
ual (“familistic” would be a more descriptive 
name), and a great variety of corporate bodies, 
including states, progressively displace both. 
Professor Salin seems to be influenced by the 
modern German tradition of viewing society in 
political terms, specifically in terms of the 
sovereign state, a view that tends to be confused 
with the very different one in terms of culture 
history, law, and institutions. The state, as the 
organization, always more or less authoritarian, 
by which a sovereign political entity acts as a 
unit, is, of course, profoundly significant for 
economic life. But so are other institutional 
groups, as well as knowledge, skills, tastes, and 
emotional attitudes. And there are other forms 
of social unity besides organization for action— 
which includes lawmaking and enforcement af- 
fecting all aspects of life but centering in foreign 
affairs, military power, and war. Must all these 
matters be included in economic theory? 

One may infer two reasons for Professor 
Salin’s objection to the development of a pure 
theory of exchange economy, abstracting from 
the nature of the units and from tastes, re- 
sources, technology, and all concrete economic 
data, as well as political forms. One reason is 
tacit disapproval of the fact that other forms of 
association—especially the free market—have 
made so much headway in opposition to cen- 
tralized political control. The other is a related 
prejudice, a methodological one, which he 
frankly and freely expresses. This is the preju- 
dice against specialization. The urge to “‘unify” 
social discussion is a familiar theme, and again 
sounds well. But the different social disciplines 
deal with different phases of social life and, one 
may predict, will best be developed separately 
first and then “integrated” as well as may be, 
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rather than simply jumbled. And the treatment, 
or apprehension, of society as a whole (implying 
definable boundaries!) may be the function of 
the aesthetic or mystical-religious side of the 
mind as much as of the scientific or intellectual 
faculty in the broadest conception. 


FRANK H. KNIGHT 
University of Chicago 


Small and Big Business: Economic Problems of 
the Size of Firms. By Josep STEINDL. (“In- 
stitute of Statistics Monographs,” No. 1.) 
Oxford: Basil Blackwell, 1945. Pp. v+66. 
Paper, 5s. net; cloth, 7s. 6d. net. 

This monograph contains (1) a theoretical 
analysis of economies of scale; (2) some Ameri- 
can statistics on economies and on profitability, 
with explanations of these findings; and (3) 
short discussions of concentration, survival of 
small firms, and technological progress. There is 
urgent need for good work in all these fields, 
but it must be reported that the present mono- 
graph does not diminish the need. This adverse 
judgment may be justified by a few examples. 

Marshall’s analysis of the rise and fall of 
firms, with the well-known biological analogy, is 
criticized as follows (pp. 4-5): 

1. There are enormous differences in the size of 
enterprises as they exist today. 

2. Growth from the “ranks’’ of corporate enter- 
prise .. . . would have to be several thousandfold 
to reach the size of a big firm. 

3- Not only would a growth of this kind take so 
much tim as to make the theory irrelevant for 
any practical application; it is also extremely 
unlikely, in view of the very high death rate 
among small firms that any of the small entre- 
preneurs will in fact succeed in completing his 
ascent to anything near the size of a big firm. 

4. From which it follows directly that the decay of 
entrepreneurial abilities cannot play the para- 
mount role ascribed to it by Marshall. 


The first point may be true, but the supporting 
evidence—that some corporations have less than 
$50,000 of assets and some more than $250 mil- 
lion—is not relevant. To bear on Marshall’s 
subject, the data must pertain to individual in- 
dustries. (Incidentally, if firms of very different 
sizes persist in an industry, does not this suggest 
that economies of scale are relatively limited?) 
The word “‘today”’ suggests a modern tendency 
toward increas 2d dispersion of size, but no evi- 
dence is given.’ Therefore, the second point has 


not been demonstrated, and in any case it has 
no necessary implications for our subject. The 
first half of the third point must be false, for 
most of the giants are relatively young; the sec- 
ond half is inconclusive—it may be sufficient for 
Marshall’s thesis if a fraction of 1 per cent of 
those who enter an industry survive and grow. 

The second example is the treatment of the 
finding (in*some studies) that the rate of return 
on assets or capital increases with the quantity 
of assets or capital. Several theories are based 
upon this fundamental “fact” (pp. 11-12, chap. 
iv). And yet this fact is only a common form of 
the regression fallacy (see M. Friedman and 
Simon Kuznets, Income from Independent Pro- 
fessional Practice [National Bureau of Economic 
Research, 1945], chap. vi). 

One more example will suffice. Capital, it is 
said, should not be included in the inputs which 
are compared with output to measure efficiency 
(p. 38): “If more capital per unit of production 
is used that does not use up any resources which 
would otherwise be used elsewhere; it only in- 
creases employment (during the period when 
the new capital-intensive processes are being 
introduced), and the ‘opportunity cost’ of this 
capital is nil [negative?]’’—to which is appended 
a footnote reference to poor Lord Keynes. 


GEORGE J. STIGLER 
Brown University 


A V’échelle humaine. By LEon Bium. Montreal: 
L’Arbre, 1945. Pp. 215. 


The French Socialist leader and former prime 
minister of the Popular Front government 
wrote this book in 1941, while he was impris- 
oned by the government of Marshal Pétain. It 
is a very interesting human document. Blum 
carefully avoids any violent language and 


* Later (p. 53) the proportion of all corporate 
assets held by the two hundred largest nonfinancial 
corporations in 1929-33 is discussed. It is said: 
“Unfortunately, the figures of Table XVII do not 
cover a sufficiently long period to serve as evidence 
as to the present trend of concentration. .. . . But 
it is quite sufficient to look at the absolute value of 
the proportion in order to realize that a tremendous 
concentration of control over capital has gone on in 
the past, and that a very high measure of concentra- 
tion of economic power has been reached already.” 
This particular proportion is not very illuminating, 
but it may be noticed that it was higher in 1629 and 
(in all probability) in 1829. 
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strives to appear calm and serene always. His 
confession and program move in generalities, 
for the prisoner had no library at his disposal. 
He tries to prove that, despite the admitted 
failure of his generation, the French republican 
and Socialist ideals are the right ones. He ac- 
cuses the French bourgeoisie of having become 
decadent and dominated by a sterile egoism. He 
rejects with contempt the attitude of the Vichy 
men who try to go back to the past, to the ancien 
régime before the French Revolution and who 
speak with hypocrisy about the necessity of 
repentance and contrition. He proposes the 
establishment of a political and social democ- 
racy for a true realization of equality. Not only 
should the worker have a ready opportunity, if 
he is capable, of reaching high positions, but the 
son of a national or economic leader ought to 
become a blacksmith if he is unable to fill the 
post of his father. 

This political and social democracy ought to 
be, at the same time, an internaticnal one. Blum 
proposes the creation of a superstate (world- 
state), with real power and authority. He sug- 
gests that this superstate should include the 
Soviet Union, which would abandon, as he 
hopes, its world revolutionary foreign policies, 
and the Papacy which, in modern times, has 
become a purely spiritual institution, working 
for peace. Blum emphasizes that he remains a 
Socialist, though he rejects a materialistic justi- 
fication of socialism. For him socialism is an 
ethical program, the realization of the rule of 
reason and justice. 

It is admirable that a man living in confine- 
ment and looking forward to a very uncertain 
future—Blum probably recognized that the 
Vichy regime would deliver him to the Nazis— 
had the courage and the discipline to write such 
an optimistic book. Nevertheless, it must be 
said that it is much too idealistic, for it evades 
teal problems and difficulties. It is rather 
pathetic today to note that Blum thought that 
the Allied victory would at once establish his 
social and political democracy in the world. He 
underestimates the difficulties caused by the re- 
lations between England and the United States, 
on the one side, and the Soviet Union, on the 
other side. He does not, apart from some very 
general statements on the deficiencies of capital- 
ism, discuss economic problems. This failure re- 
veals the ethical basis of his socialism but also 
raises the question: What is the connection be- 
tween his ethical demands for the establishment 
of a peaceful society based on the dignity of the 
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individual and his socialism? Blum also under- 
estimates the stranglehold of nationalistic paro- 
chialism on the world of our time. In the best 
tradition of French republicanism, he sees no 
difficulty in combining true patriotism and in- 
ternationalism. It is a sympathetic book of a 
courageous man, but it appears somewhat out 
of date, somewhat evasive of the issues of the 
twentieth century. Blum is too easily persuaded 
that reasonable solutions and decency must 
necessarily win, and he neglects economic and 
historical issues and controversies. 


WALDEMAR GURIAN 
Notre Dame University 


The Classical Republicans: An Essay in the 
Recovery of a Pattern of Thought in Seven- 
teenth Century England. By Zera S. Fink. 
(“Northwestern University Studies in the 
Humanities,” No. 9.) Evanston: North- 
western University Press, 1945. Pp. xi+-225. 
$4.00. 

That Greek and Roman writers influenced 
Renaissance and seventeenth-century political 
theory has long been obvious, but the extent 
and nature of that influence, particularly in the 
evolution of republicanism, has been largely 
passed over even in such detailed studies as 
those by J. W. Allen. In a well-planned essay, 
Miss Fink demonstrates that imitation and 
adaptation of the ancients were as significant in 
political thought as they were in literature and 
architecture and that a powerful formative ele- 
ment in modern republicanism derived from 
Aristotle, Cicero, Plutarch, and, especially, 
Polybius. The value of Miss Fink’s study lies 
less in her demonstration of these classical in- 
fluences than in her use of them to analyze and 
clarify the theories of the Renaissance fathers of 
republicanism, Machiavelli, More, Contarini, 
and Bodin. These men were the leading advo- 
cates of governments where monarchical, aristo- 
cratic, and democratic elements mixed in such a 
way that they balanced each other, one element 
being preponderant. As a result, deterioration 
into tyranny, oligarchy, or mob rule was 
avoided. In the light of this analysis of Renais- 
sance theories about mixed government, Miss 
Fink rectifies and complements H. F. Russell 
Smith’s study of Harrington and gives a lucid, 
logical account of Milton’s republicanism and 
its evolution. The reader is forced to conclude 
from this account that Milton was so intoxi- 
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cated with classical republican theory that he 
was blind to his own folly in advocating, in The 
Ready and Easy Way, a perpetuation of the 
Rump Parliament; certainly no realist could 
have seen in this remnant an aristocracy of wis- 
dom and virtue. Miss Fink also reveals how the 
classically inspired doctrine of mixed and bal- 
anced government became increasingly republi- 
can in Harrington, Milton, Nevill, and Algernon 
Sydney. She concludes by tracing the decline of 
republican thought in the late seventeenth cen- 
tury. Throughout the essay she notes the use of 
Sparta and the Roman Republic as classical 
models but centers on the persistent attention 
paid to Venice as an exemplar of the govern- 
mental stability which was the goal of seven- 
teenth-century politics. Venice, as described by 
Contarini, had become a utopian myth, the 
“vision of an ageless state, perfect in its bal- 
ances,” with a changeless constitution and a 
mixed government dominated by an aristocracy 
of virtue. 

Miss Fink has judiciously refrained from at- 
tempting too much. She introduces a sufficient 
background, reaches conclusions cautiously, 
documents convincingly, and deals pertinently 
with literary implications. The result is a work 
of first-class scholarship. It is to be hoped that 
in some future study she will extend her atten- 
tions into aspects of classical republicanism 
which she has chosen to omit. For example, only 
cursory attention is paid to the republicanism 
of the Levellers: certainly Walwyn, at least, was 
strongly influenced by classical writers. Like- 
wise, although there is justice in her condemna- 
tion of “the gross over-statement of Dutch in- 
fluence which characterizes Campbell’s The 
Puritan in England, Holland, and America,” her 
failure to treat the influence of Dutch republi- 
canism is regrettable: in The Ready and Easy 
Way, Milton saw the United Provinces as “‘a 
potent and flourishing republic”; Harrington 
admired ‘“‘the liberty of Holland (in many cities 
more ancient than any records ....can wit- 
ness)”; and the author of The City Alarum 
(1645) regarded Holland as “the miracle of the 
latter age.”” An analysis of this admiration 
would probably throw some light on classical 
republicanism. It would also be necessary to dis- 
cover why Nevill conjectured that the govern- 
ment of the United Provinces would “not be 
very practicable in time of peace and security.” 

Miss Fink is to be praised for revealing the 
classical republican element in Whig theory and 
for her careful discovery of the true meanings of 
such terms as “the people.’ She notes the grow- 


ing narrowness in Milton’s uses of this term and 
discloses that for Nevill it meant the land- 
owning classes. Also of value to scholars are in- 
formative footnotes, such as that on the date of 
Sydney’s Discourses and four short appendixes 
on the theory of climatic influence, the political 
implications of Paradise Regained, and the 
dates and authenticity of two minor prose works 
by Milton. It is astounding that Miss Fink has 
been able to organize so much material so lucid- 
ly in two hundred pages. 

. J. Max Patrick 
University of Buffalo 


Human Leadership in Industry: The Challenge of 
Tomorrow. By Sam A. LEWISOHN. New 
York: Harper & Bros., 1945. Pp. viii+-112. 
$2.00. 

Twenty years ago Mr. Sam A. Lewisohn, 
then vice-president and now president of the 
Miami Copper Company, wrote a book on The 
New Leadership in Industry, which was ahead 
of its time in recognizing the responsibilities of 
industrial executives for the operation of a com- 
plex social system. The author’s recently pub- 
lished Human Leadership in Industry amounts 
to a revised and somewhat abbreviated edition 
of the earlier work. There are few appreciable 
changes in the author’s principal points; the 
conditions taken into account and the illustra- 
tions employed, however, are of contemporary 
relevance. 

The author represents the views of “ad- 
vanced” or “scientific” management only in the 
sense of utilizing all relevant knowledge and the 
scientific habit of thought for the accomplish- 
ment of organizational objectives and not in the 
narrower sense of applying the procedures of 
mechanical engineering to the determination of 
human goals and the relations of the component 
elements of social systems. He pleads for the 
same objectivity in handling social problems as 
that customary in solving technical difficulties. 
Because of his reiterated conviction that suc- 
cessful enterprises depend chiefly upon execu- 
tive ability, the author is more critical of execu- 
tive shortcomings in achieving objectivity than 
he is, for example, of union leaders or rank-and- 
file workers. The executive, he feels, must have 
the power to organize human, as well as me- 
chanical, components of the industrial process; 
the power implies responsibility for competence 
in both phases of the job. 

In two introductory chapters Mr. Lewisohn 
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states his position that labor relations form the 
central core of managerial responsibility and 
rejects as unfeasible the sharing of executive 
authority in an operational sense, while denying 
that problems of authority and organizational 
efficiency are peculiar to capitalism. Chapter iii 
discusses the “‘mind of the employer,” particu- 
larly with reference to emotionality on the sub- 
ject of labor relations. In this connection the 
author points out that the most extreme views 
are likely also to be uninformed ones, stemming 
from commission merchants, lawyers, financiers, 
and others not immediately responsible for man- 
agement of complex enterprises. Chapter iv is 
devoted to problems of the selection and train- 
ing of executives. Here the author views with 
misgivings the increasing tendency to put in 
managerial positions engineers, whose training 
has, if anything, unfitted them for executive re- 
sponsibility. A chapter is devoted to labor- 
management co-operation through independent 
unionism, a co-operation that the author views 
as consisting of consultation with the union but 
not joint responsibility for executive decisions. 
A summary chapter enumerates Mr. Lewisohn’s 
classification of motives and ends, with a final 
plea for increased competence and commensu- 
rate responsibility for industrial managers. 

The author has preserved a sort of quasi- 
Freudian interpretation of the supposedly wide- 
spread concern for the underdog, explained in 
terms of rebellion against paternal authority. 
This leads to some far-fetched explanations 
and occasional oversimplification. Thus Mr. 
Lewisohn complains (pp. 21-25) that more at- 
tention has been paid to the psychology of em- 
ployees than to that of employers and at- 
tributes this to interest in the underdog. Ac- 
tually, of course, employers pay handsomely for 
studies of employee psychology and would re- 
sent the implications of similar studies directed 
at them. The author’s natural bias is evident in 
several other respects. For example, he rejects 
the unions’ claims to control of technological 
change, without any presentation of the effec- 
tive “‘social-costs” argument and with the cus- 
tomary silence on the restriction of technologi- 
cal changes that damage intrenched business 
interests. 

Mr. Lewisohn’s book can be read easily in an 
evening; it certainly deserves the time of anyone 
concerned with the theory or practice of indus- 
trial management and labor relations. 


WILBERT E. Moore 
Princeton4U niversity 


Freedom from Want after the War: A Postwar 
Program for the Reduction of Idleness and 
Want. By Wayne F. Caskey. La Salle, Ill: 
Privately printed (1560 St. Vincents Ave.), 
1945. Pp. 66. $0.75. 

The subjects of economic worry shift rapidly 
in these unstable times. When, in 1945, Dr. 
Caskey prepared this “postwar program for the 
reduction of idleness and want,’”’ the (then) 
prospective problems of demobilization were of 
chief concern—the anticipated agricultural sur- 
pluses and industrial unemployment. But by the 
end of that year we had discovered that the 
world was starving for our food and that domes- 
tic markets continued bare, with unemploy- 
ment at a fraction of the predicted levels. Wor- 
ries were diverted to whether rationing should 
be restored and whether individual price and 
wage increases constituted general inflation. 
About the time that we were agreeing that they 
did, the stock market went to pieces, and Dr. 
Caskey’s pamphlet was restored to timeliness. 

He calls his proposal a “surplus consumer 
goods disposal program.” It is perhaps more ac- 
curately described as an unused-capacity-utili- 
zation scheme. Essentially, it recommends - 
keeping idle plants and facilities busy through 
widespread discriminatory pricing, with sub- 
sidies to marginal production and consumption. 
It would be applied only to “decreasing cost’? 
industries, presumed to include almost every- 
thing outside of agriculture. (The assumption is 
implied that agriculture would be taken care of 
by reviving the Food Stamp Plan.) 

Briefly, the proposal is as follows: In each in- 
dustry the extent of idle capacity would be sur- 
veyed, the marginal cost of its utilization deter- 
mined, and an appraisal made of potential mar- 
ginal demand for its product among low-income 
consumers (families under $1,200 per year). On 
this basis would be determined the rate of sub- 
sidy on each product to eligible consumers and 
the price to producers for additional output. 
Eligible consumers would be offered “surplus 
purchase stamps’”’ free or at a discount, subject 
to their purchasing “regular purchase stamps” 
in required amounts or otherwise guaranteeing 
maintenance of their normal expenditures for 
the commodity. Retailers accepting the surplus 
stamps would deposit them in a special bank ac- 
count, out of which they would pay their whole- 
salers for purchases of surplus goods. The whole- 
salers, in turn, would maintain separate bank 
accounts for their surplus-goods transactions, 


* The author appears to have in mind decreasing 
average costs to the firm. 
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as would all other intermediaries all the way 
back to the original (nonagricultural) raw-mate- 
rials producers. 

Each of these bank accounts would be dis- 
counted at an administratively determined rate. 
Carriers, likewise, would transport surplus 
goods at discounted rates, handled through 
separate banking transactions. The government 
subsidy would be injected through reimbursing 
the banks. Ali transactions would be at market 
prices, but in variously discounted currencies, 
and the several rates of discount would govern 
the allocation of the subsidy. 

Production and distribution would all be 
done with idle capacity. Even retail sales of sur- 
plus goods would be restricted to the least busy 
days of the week and would be suspended en- 
tirely during the Christmas shopping season. 
Banks would be authorized to handle surplus- 
account business “only on their least busy 
days.” The author stops short only of requiring 
that the program administration be performed 
by government employees exclusively during 
idle time. 

From the economic standpoint, this sort of 
proposal has some merit. However, the author 
pushes the idle-capacity principle too far. His 
insistence on spare-time operation throughout 
the surplus-goods enterprise burdens the very 
efficiency it is intended to assure. Furthermore, 
he fails to discriminate between the various cir- 
cumstances in which capacity may be idle and 
between idle capacity and economic waste. He 
asserts (p. 56): ““The program would not result 
in the expansion of the capacity of old plants or 
ndustries or in the development of new capacity 
in new plants or industries.” But it would at 
least foster the maintenance of old or obsolete 
capacity that would be better written off. And 
in a dynamic economy this amounts to expan- 
sion, lacking any correlative restriction on new- 
plant construction. (Such a restriction, of 
course, would itself be uneconomic.) It is one 
thing to facilitate the fuller operation of plants 
that are idle because of general depression. It is 
quite a different thing to bail out owners who 
are merely hanging on in vain hopes of the re- 
turn of bygone days. 

His naive belief in the possibility of a sepa- 
rate surplus-goods economy operating with no 
interaction on the regular economy is exempli- 
fied again in the proposed rule (p. 47) that ‘“‘no 
business establishment would be eligible for 
continued participation in the program if it at- 
tempted to use the plan as a means for further- 


ing monopolistic practices . . . . or for delaying © 
improvements in pricing practices and distribu- 
tion methods.” But establishments in an indus- 
try characterized by monopolistic competition 
would at least be relieved of pressure toward 
more vigorous competitive practices and over a 
period of time could hardly avoid being influ- 
enced in their regular business planning. The 
very type of market stratification arranged for 
them under the program is designed to facilitate 
monopolistic exploitation of the higher-income, 
“regular” segment of demand. 

From the standpoint of social welfare, like- 
wise, the proposal has some obvious merits, in 
spite of some oversimplification. No considera- 
tion is given to the desirability of graduating 
benefits with income rather than cutting them 
all off at one level or to the shortcomings of in- 
come per family as a measure of need in the 
first place. Nor is any recognition given to the 
objection raised, especially by social workers, to 
all such proposals—the stigma resulting from 
the obviousness of participation. 

But the telling objections to the proposal are 
from the administrative standpoint. The re- 
viewer has no love for those who find “impossi- 
bility of administration” a handy excuse for re- 
jecting all economic innovations. In the case of 
this proposal, however, an enormous mechanical 
burden is combined with unbearable discretion- 
ary responsibilities. To begin with, the job of 
handling separate stamp and checkbook cur- 
rencies for all the different consumer goods 
“which contribute to the general welfare” 
makes a food-stamp plan or food-allotment pro- 
gram simplicity itself. Determining marginal 
costs at all stages of production and distribution 
of all these goods would outtax an overtaxed 
O.P.A. The measurement of idle capacity to 
produce them all and the potential low-income 
demand for all of them would overwhelm a 
W.P.B. And policing the use of myriad different 
kinds of commodity stamps, all flowing at varied 
discount rates through mixed bank accounts, 
would put to shame the compliance problem 
under rationing. 

But the compelling administrative difficulty 
arises from the lack of any clear basis in prin- 
ciple for determining the comparative levels of 
operation to be maintained in different indus- 
tries and the comparative rates of discount from 
market prices to be imposed on the surplus 
transactions of different groups of producers and 
distributors. All these decisions would neces- 
sarily be discretionary, and the basis for all of 





P 


tir 
ec 
thy 


«as 


IF 


of | 
of 

onl 
eve 
the 
kn 








them would, in the last analysis, be bargaining. 
Administrative responsibility for such an opera- 
tion would indeed be a hair-graying assignment. 

This difficulty that emerges clearly at the 
level of administration actually reflects a basic 
shortcoming from the standpoint of economic 
welfare. Proposals of this type, if they are to be 
given serious consideration, require some reason- 
ably definite quantitative standards of welfare 
capable of economic determination as a basis for 
operations. This proposal has only (1) the po- 
tential additional capacity of idle facilities and 
(2) the potential increase in demand among par- 
ticipating low-income people. The first, as we 
have seen, is at least partially open to question 
from the standpoint of desirability; but most 
important, it is not economically determinable 
except in terms of a price. The second may like- 
wise be questioned if applied indiscriminately ; 
and it is quite meaningless except in terms of a 
price. There is no necessary reason why the two 
price schedules thus determined should inter- 
sect; rather, it seems likely that, in general, they 
would not. 

Thus the economic criterion offered as an 
operating standard is essentially ambiguous. 
The author offers no alternative standard on 
any other basis. Until he does, he cannot ask 
that his proposal be given serious practical con- 
sideration. 

HERMAN M. SoUTHWORTH 


Washington, D.C. 


Planning for Jobs: Proposals Submitted in the 
Pabst Postwar Employment Awards. Edited 
by Lyre Fitce and Horace TAyLor. 
Philadelphia: Blakiston Co., 1946. Pp. xxii+ 
463. $3.75. 

In the Pabst contest, probably for the first 
time, a real financial incentive was given to 
economic invention. From the nearly thirty-six 
thousand entries submitted, Fitch and Taylor 
have selected two hundred excerpts which are 
“ingenious and interesting, . . . . represent typi- 


cal points of view, or illuminate various aspects 
of the employment problem.” A list at the back 
of the volume identifying the authors includes 
only seven of the seventeen winners (omitting 
even the first-prize winner, Herbert Stein). On 
the other hand, the proposals of many well- 
known contestants who finished out of the 
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money are represented, as well as a bevy of 
highly unorthodox plans. Moreover, while al- 
most all the prize-winning plans were submitted 
by professional economists, perhaps half of the 
two hundred selections come from other groups, 
chiefly engineers, lawyers, personnel directors, 
etc. 

Except for the first two chapters, the editors 
have wisely confined comment to brief introduc- 
tory notes. Chapter i, by Taylor, gives a general 
discussion, on a popular level, of the issues in- 
volved in employment planning, with criteria 
for judging employment plans. Chapter ii, by 
Fitch, summarizes the results of a survey of 
about fifty-two hundred contest entries, which 
is presented as “fairly representative of public 
opinion as a whole.” Despite valuable material 
in each, neither chapter meshes too well with 
the rest of the book. The basis of classification 
used in Fitch’s survey, for example, is very dif- 
ferent from that employed in later chapters. 

The first group of proposals presented is 
“Measures To Promote Private Investment.” 
Half of these are tax reforms, including a pro- 
posal by Musgrave and Domar for broader loss- 
sharing provisions and more complicated incen- 
tive schemes by Hahne, W. I. King, and Salera. 
Hansen advocates establishment of a $5 billion 
investment insurance corporation to guarantee 
the principal or yield on investments in public 
utility construction, electric-power develop- 
ment, urban redevelopment, railroads, and 
small business. Homer Hoyt proposes a five- 
point program to stimulate residential con- 
struction through cost reductions. Aid to small 
business is given ample attention. The unduly 
brief chapter on “Abolishing Restrictive Prac- 
tices” is explained by the fact that most advo- 
cates did not submit detailed programs for this 
purpose. 

The section on “Measures To Promote Con- 
sumption” is confined to tax proposals, social 
security reforms, and consumer subsidies. 
Slichter’s proposals to liberalize unemployment 
insurance benefits, and Bond’s scheme for a 
heavy boom-time sales tax combined with an 
automatic retail subsidy in depressions are the 
most suggestive ideas not fully covered in the 
prize-winning essays. 

The most comprehensive plans are presented 
in the section on ‘‘Fiscal Programs and Mone- 
tary Reforms.” These include, besides Grebler’s 
proposal for stabilization of the construction in- 
dustry, a telescoped version of Lerner’s ‘“‘func- 
tional finance”’ and five devices suggested by 
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Slichter for assuring compensatory public and 
private spending. A system of forward purchase 
agreements is advocated by Copeland, and a 
purchase-sale balance plan, using expenditure 
flow-sheets, is sponsored by Bratt and Weiler. 
Despite the fact that over half the contestants 
advocated some form of public works, the chap- 
ter on these proposals is brief and lacks an ade- 
quate discussion of how to conquer the practical 
difficulties of turning the faucet on and off 
promptly enough to serve employment objec- 
tives. On the other hand, guaranteed market 
schemes, which attracted the interest of only a 
small percentage of the contestants, are given 
two full chapters, with the most interesting 
plans by A. D. H. Kaplan and Frank D. 
Graham. 

The section on ‘‘Measures Dealing with the 
Supply of Labor and the Labor Market” is lim- 
ited chiefly to programs to increase the occu- 
pational and geographical mobility of labor and 
to reduce the size ot the labor force (on the as- 
sumption of a limited demand). The role of wage 
rates in determining employment is scarcely 
mentioned. 

In the final section the editors, recognizing 
that many of the plans are subject to political 
and administrative objections, present some 
supplementary material by Keyserling, the sec- 
ond-prize winner, which purports to discuss the 
problems of formulating an employment policy 
and putting it into operation. 

The book provides a valuable cross-section 
of popular and professional economic thinking 
in the pre-peacetime period. With the minor ex- 
ceptions noted, it is well edited. The selection of 
material is discriminating. Difficult classifica- 
tion problems are, on the whole, satisfactorily 
handled. Judicious cutting has improved read- 
ability. 

The book’s chief defect springs from the un- 
derlying assumption of the editors, as well as of 
most wartime employment planners, that V-J 
Day would precipitate large-scale unemploy- 
ment. Whether because of this misapprehension 
or otherwise, the emphasis of most of the plans 
presented is on curing the depression or “‘secular 
stagnation” problem. This task will be hard 
enough, when the occasion arrives. In view of 
the difficulty of forecasting the duration of the 
boom, however, as well as the political obstacles 
in the way of action to avert an incipient de- 
flation, the more pressing problem of assuring 
sustained employment without an inflationary 


boom-and-bust promises to be even more diffi- 
cult. Only a small minority of the plans offer 
suggestions useful in tackling this immediate 
job. 

J. E. REEVE 
Bureau of the Budget 
Washington 25, D.C. 


Price and Related Controls in the United States. 
By Seymour E. Harris. New York: Mc- 
Graw-Hill Book Co., Inc., 1945. Pp. xx +392. 
$4.00. 

Those economists who did not serve in Wash- 
ington during the war will obtain from this book 
a fair impression of what went on there. Mr. 
Harris worked in the O.P.A.; in addition to his 
primary function as director of the Office of Ex- 
port-Import Price Control, he was chairman of 
the Training Program of the Price Department. 
In this latter capacity he edited the O.P.A. 
Manual of Price Control, upon which he has 
drawn heavily in writing the present volume. 

Mr. Harris describes at length the standards 
and techniques used by O.P.A. in setting price 
ceilings, shows their application in particular 
cases, and traces their evolution from the days 
of the general “freeze” through the proliferation 
of formulas and specific ceilings. These chapters 
are useful, among other things, in correcting the 
common notion that price control can be under- 
stood in terms of two or three simple standards, 
such as the 1936-39 average industry earnings 
rule. Except for the quarterly reports of O.P.A., 
there is probably no other source from which 
such a complete view of O.P.A. operations can 
be obtained. The chapters on rationing, credit 
control, priorities and allocations, export licens- 
ing, etc.—much less detailed than those on price 
control—are useful brief summaries of objec- 
tives and methods. 

If the reader’s mind reels before the blur of 
regulations, interpretations, amendments, and 
revisions cited by Mr. Harris, the reader has not 
been misled. The work of O.P.A. was staggering 
in magnitude and inevitably confusing. But 
something more than confusion and bureau- 
cratic foibles emerges from this volume. Mr. 
Harris’ book is testimony to the ingenuity, ef- 
fort, and public spirit with which O.P.A. tackled 
the problem intrusted to it. 

The chapter on the operation of price con- 
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trol in the postwar transition is the most 
thoughtful and immediately significant in the 
volume. The problem as visualized by Mr. Har- 
ris before V-E Day was simpler than it actually 
turned out to be. He expected a considerable 
weakening of inflationary pressure, so that a re- 
laxation of O.P.A. controls could be accom- 
plished without any serious increase in the gen- 
eral level of prices. Also he expected that labor 
costs would decline and that reconversion indus- 
tries would soon be operating at 1941 volume. 
It is difficult to judge what Mr. Harris would 
have prescribed in circumstances that he did not 
foresee, yet he seems to have been more willing 
than was the O.P.A. to take the risks of major 
liberalization of controls in the hope of saving 
the substance of O.P.A.’s usefulness. 

Mr. Harris begins and ends his book with the 
statement that price control has worked. The 
cost-of-living index was stabilized. Total pro- 
duction rose sharply. Also, he might have added, 
we won the war. But the task of price control is 
not merely to contro! prices; it is to control 
prices in a way that is “generally fair and equita- 
ble’ and that encourages an efficient allocation 
of resources. Perhaps it is not possible even to 
discuss intelligently whether price control was 
“fair”; but that in itself would be a conclusion 
of some interest. And it should be possible to as- 
semble some evidence concerning the effects of 
O.P.A. on the pattern of production. Mr. Harris 
lists numerous price actions designed to stimu- 
late essential output; it would be valuable to 
know whether these actions were taken prompt- 
ly; whether they were based on relevant and re- 
liable data; whether, in general, they were suc- 
cessful. It is to be hoped that Mr. Harris will 
have an opportunity to produce the searching 
appraisal of the actual and possible results of 
price control for which he is so well equipped. 

The recent demise of O.P.A. may make 
further investigation of the wartime record seem 
unnecessary. But it is likely that, in pursuing 
the full-employment objective, we may be con- 
fronted with the danger of serious and continu- 
ous peacetime inflation. Under such conditions, 
the direct control of prices will almost certainly 
be up for consideration. It would then be most 
unfortunate if we hadnothing left from our war- 
time experience but romantic memories and the 
cost-of-living index. 

HERBERT STEIN 


Takoma Park, Maryland 


Inflation and the American Economy. By SEy- 
mouR E. Harris. New York: McGraw-Hill 
Book Co., Inc., 1945. Pp. xxiv+559. $5.00. 


A study under the title of this volume could 
take any one of several forms. For example, the 
presentation, explanation, and appraisal of sig- 
nificant data published and available in Wash- 
ington could be of great technical assistance to 
economists and other students of public affairs 
who might otherwise neglect or misuse them. A 
careful, comparative analysis of the genesis and 
development of historical inflations with special 
reference to conditions in the American scene 
could enlarge our understanding of the kind of 
disturbance we must prepare to combat. And, 
certainly, there is room for a theoretical con- 
tribution on a subject that few would consider 
satisfactorily settled even in the formal sense. 


Mr. Harris seems to have undertaken all 
three objectives but has hardly succeeded in 
achieving any one. He has marshaled in 152 
tables and 116 charts a mass of government sta- 
tistics, mostly from published sources, that cov- 
er various phases of war and expected postwar 
experience. But most of these data will be help- 
ful only to the informed reader, for neither their 
limitation nor their usefulness has been ade- 
quately presented. The explicit intent of the 
book is to “ferret out all the variables that may 
be relevant [for the problem of inflation] and to 
give them their proper weight” (p. 1). But the 
clarity of this goal is almost immediately ob- 
scured. Inflation is defined as “a rise of prices 
which results from an excess of demand for civil- 
ian goods made available to the civilian popula- 
tion at prices of the preceding period” (p. 7). 
The reader may wonder why inflation—equiva- 
lent, as defined, to a general rise in prices—is a 
“‘symptom of disease, of a general breakdown of 
the economic body”’ (p. 1); and he may be par- 
doned for not grasping the relevance of a hasty 
review of such hyperinflations as those of Revo- 
lutionary France and of Germany in 1923 (chap. 
iii) to the current American situation. In fact, 
between the two extremes—a general rise in 
prices and hyperinflation—most economic ex- 
perience has some relevance. The failure of this 
study to define the problem more closely and to 
establish criteria of relevance, before plunging 
into the minutiae of statistical series, conflict- 
ing estimates, and arguments, jettisons the lay 
reader without either chart or compass. 

Mr. Harris apparently wrote under the com- 
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bined stress of academic duties and wartime 
government service. Many of his statements 
and judgments suffer from this pressure. For ex- 
ample, he is much concerned—like many others 
in Washington at the time—with transition un- 
employment and the deflationary pressures ex- 
pected from a cutback in government war ex- 
penditures. His explanation of inflationary pres- 
sures stemming from the war seems needlessly 
elaborated by almost 363 pages of discussion 
and statistics. Surely, the essence of the situa- 
tion is simple. Diversion of up to half the coun- 
try’s productive resources to war must, in a free 
society, force accumulation of disposable money 
incomes far beyond the value of currently avail- 
able civilian goods and services at pre-war 
prices. No taxation, borrowing from the non- 
bank community, or administrative controls, 
within feasible limits, could avoid this outcome. 
The real problem is whether alternative policies 
might have reduced, or might still reduce, the 
inflationary impact without sacrificing more im- 
portant values. But in this area Harris’ study 
is less than satisfying. Four chapters on wages 
and wage payments, for example, do not make 
clear whether the increased productivity from 
which the worker “should obtain compensation 
in higher wage rates” (p. 310) is the productiv- 
ity in the economy at large, the industry, or the 
plant; nor do they indicate how gross gains in 
output per man-hour should be spread among 
wages, profits, and prices. Except in the sense 
that money incomes exceeded the value of 
civilian goods produced, it is therefore difficult 
to assess the conclusion that “we have had a 
considerable inflation in wage payments” (p. 
318) during the war. Certainly, the judgment 
that “‘a rise of labor income is not to be feared 
when the country’s energies are once more di- 
rected almost exclusively to producing civilian 
goods” (p. 310) seems oversanguine. 

But this type of selective criticism of a book 
of this scope is unfair to the author and of little 
value to the prospective reader. The major de- 
fect is not in its conclusions, most of which will 
be widely shared, but in its conception and or- 
ganization. It is less a study of inflationary 
forces in the American economy than it is a com- 
pilation of materials from which a study might 
be made. 

MELVIN G. DE CHAZEAU 


University of Chicago 
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Economic Reconstruction. Edited by SEymMouR 
E. Harris. New York and London: Mc- 
Graw-Hill Book Co., Inc., 1945. Pp. xii+ 
424. $3.75. 

This book, to which twenty-three economists 
have contributed, deals with the short- and 
long-run problems of reconstruction after World 
War II. Four articles discuss labor and employ- 
ment problems. William Haber analyzes 
changes in the total labor force and in its re- 
gional and occupational composition during the 
war and the problems arising from these shifts 
for postwar reconstruction. Charles D. Stewart 
touches on the same problems, trying to evalu- 
ate the lasting effects of wartime developments 
upon the labor force and its composition. 
Seymour E. Harris deals with employment, 
wage rates, wage payments, and productivity 
during the war; discusses the case for and 
against higher wage payments; and comes to 
the conclusion that changes in basic wage rates 
should reflect changes in productivity. Alvin H. 
Hansen, in an attempt to evaluate the long-run 
outlook for employment, estimates that, at high 
income levels, total gross savings will amount to 
from $26 to $28 billion (p. 19), for which private 
investment will not provide sufficient outlets. 
We may add to these four articles on employ- 
ment and labor problems Jacob L. Mosak’s con- 
tribution, in which the gross national income at 
1944 prices and full employment is estimated at 
$200 billion in 1950 and the conclusion is drawn 
that private capital formation plus government 
expenditures will need to be between $71 and 
$87 billion in order to maintain full employment 
(p. 91). 

Four articles are concerned with the prob- 
lems of industrial reconversion. Mordecai 
Ezekiel gives a general outline of the reconver- 
sion problem of industry (and agriculture). 
Glenn McLaughlin analyzes the regional shifts 
in industry which naturally reflect the regional 
shifts in the labor force discussed by Stewart 
and Haber. A. D. H. Kaplan deals with the 
liquidation of war production, emphasizing that 
it is not the war inventories but the $16 billion 
worth of productive facilities owned by public 
authorities which present the gravest problem. 
S. Morris Livingston comes to the conclusion 
that the liquid funds accumulated by business 
during the war are sufficient to finance recon- 
version and a considerable expansion; business, 
according to him, will not need outside funds 
for these purposes. 
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Only one article (by John D. Black and 
Charles D. Hyson) deals specifically with the 
important problem of postwar agriculture in the 
United States. The authors predict that agricul- 
tural production, a few years after the war, will 
be at least 35-40 per cent greater than that of 
1935-39, Whereas consumption will be not more 
than 26 per cent above the pre-war level even 
with high levels of employment. 

Three further articles discuss economic con- 
trols. J. M. Clark and Donald H. Wallace con- 
centrate mainly on price control, Edward S. 
Mason on international commodity controls, to 
which he takes, on the whole, a hosti.e attitude. 

The outlook for commercial and central 
banking is analyzed by Howard S. Ellis in a 
thoughtful article. Gerhard Colm deals with 
fiscal problems, centering his discussion around 
estimates of government spending in a full- 
employment budget. Roy Blough and Hansen 
discuss the postwar tax structure. Blough does 
not develop a tax program of his own but talks 
in terms of the views of “‘the tax planners’’; 
these views are very similar to the program de- 
veloped by Hansen, one of the tax planners: 
elimination of the excess profits tax, reduction 
of the corporate income tax, reliance on the in- 
dividual income tax, and removal of most fed- 
eral excise taxes. 

Three articles (by E. M. Bernstein, Arthur 
E. Upgren, and Henry C. Wallich) deal with the 
Bretton Woods agreements. Wallich’s article on 
the Monetary Fund is particularly instructive 
and suggestive. Gottfried Haberler analyzes the 
outlook for international trade, rightly stressing 
the importance of political factors for the future 
of world trade. 

Finally, Eveline M. Burns develops a very 
liberal social security program, and Allan 
Sweezy takes up again the problem of govern- 
ment spending. 

The value of the book lies, for one thing, in 
the statistical material collected in it. It would 
take the reader a long time to dig out from the 
original source material figures on wage rates, 
total wage payments, regional and occupational 
distribution of the labor force, accumulation of 
liquid assets by business, agricultural produc- 
tion, etc. In addition, the volume gives a good 
survey of the range of reconstruction problems, 
and the policies suggested by some of the au- 
thors are stimulating reading. As each article is 
written by an expert in the field, the reader will 
find a careful study of the volume well worth 
while. 


A volume of this type has, however, neces- 
sarily some shortcomings. Dealing with postwar 
problems at a time when the war was still in 
progress, it naturally contains many forecasts. 
Some of these have already been proved wrong. 
Ezekiel, for instance, seemed to think that the 
sequence of events after the war would most 
likely be a sharp depression after V-J Day, last- 
ing from two to three years, with unemploy- 
ment as high as 6-10 million (p. 28), later a 
prolonged boom and then a tendency toward a 
chronic underemployment equilibrium. The 
first phase of this forecast has not come true. 
Harris states that the reduction in wage pay- 
ments will be “‘of the order of $10 billion after 
V-E day and $15 billion additional after V-J 
day” (p. 60). Livingston’s estimate that the 
liquid assets accumulated by business during 
the war are sufficient to finance reconversion 
and considerable expansion also seems to be off 
the mark, perhaps because he considers all the 
funds accumulated since the end of 1941 as 
available for reconversion. The liquid funds of 
business must stand in a certain relation to pay- 
ments and, as payments have enormously in- 
creased during the war, a large part of these 
additional funds are “tied up” by the increase 
in payments and cannot be disbursed for recon- 
version. 

Economists who still have the courage to 
predict the future deserve admiration. Predic- 
tions there must be, since all economic policy is 
directed toward the future and is therefore 
necessarily based on some idea about probable 
future developments. And, although guesses 
(outright or in the form of statistical extra- 
polation) may turn out to be wrong, the fore- 
casters may still claim that they have done their 
best and that the attitude of those who refuse to 
predict is certainly no help to those who have to 
formulate economic policy. But, in view of the 
danger of wrong forecasts, Clark’s skepticism 
seems to me the wisest attitude: “It is impos- 
sible to predict with certainty whether the pre- 
vailing trend will be toward inflation or defia- 
tion; hence it is necessary to be prepared for 
both” (p. 183). 

Other shortcomings of the volume stem from 
the fact that it was written by twenty-three 
economists working independently of each 
other. This led unavoidably to many repeti- 
tions. Hansen, Mosak, Colm, and Sweezy dea! 
substantially with the same problem: the future 
excess of savings over investments. Blough and 
Hansen both discuss the problem of the postwar 
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tax structure and come very much to the same 
conclusions. I have not counted how often the 
importance of the backlog of demand for 
durable goods is stressed. Many other examples 
could be cited. 

There are (also unavoidably) many contra- 
dictions. Ezekiel, for instance, thinks that the 
reconversion of agriculture to peacetime pro- 
duction is not a major problem, provided that 
the level of employment stays high in the Amer- 
ican economy. Black and Hyson, on the other 
hand, predict a large agricultural surplus. 
Hansen’s, Mosak’s, and Colm’s estimates (Colm 
uses three different models) on future gross sav- 
ings differ considerably. 

Finally, the contributions necessarily lack 
integration. Repetitions and contradictions are 
not the only manifestations of this lack. Results 
obtained by one contributor often have a bear- 
ing on problems dealt with by other contribu- 
tors, but there is hardly any cross-fertilization. 
For instance, the future agricultural surplus, 
predicted by Black and Hyson, may have far- 
reaching consequences for the future of multi- 
lateral trade, because it may lead to all sorts of 
discriminatory protectionist practices. Yet the 
agricultural problem does not receive the atten- 
tion it deserves in the chapters dealing with 
international aspects of reconstruction. Or, to 
take another illustration, the problem of raw 
materials and agricultural staple commodities is 
treated only in Mason’s article on international 
commodity controls, whereas it also has a 
definite bearing on the Monetary Fund, whose 
smooth functioning might easily be greatly dis- 
turbed by a collapse of raw-material prices and 
exports with disequilibrating effects on the 
balance of payments of many countries. 

This lack of integration is the price that must 
be paid for having each subject treated sepa- 
rately by an expert. Whenever the problems are 
closely interrelated, as is the case with the re- 
construction problems, one author or a few au- 
thors working closely together could probably 
doa more satisfactory job, even if they were not 
experts on every single problem they have to 
deal with. A common point of view and an 
integration of ideas seem to the reviewer 
necessary requirements for dealing with closely 
interrelated problems. 


Friepricu A. Lutz 


Princeton University 


Postwar Taxation and Economic Progress. By 
HAROLD M. Groves. New York: McGraw- 
Hill Book Co., Inc., 1946. Pp. xiv+432. 
$4.50. 

This is a curious, though valuable, book, 
which has many penetrating things to say about 
the desirable qualities of the postwar tax struc- 
ture, as did Groves’s first book for the Com- 
mittee on Economic Development (Production, 
Jobs, and Taxes [1944]). These focus mainly on 
the goal of maximum productivity, coupled 
with maximum equity from the kind of tax 
system we should have. But Groves is still un- 
duly conservative in his ideas of the role which 
fiscal policy should play in the economy (even 
though his last chapter in this book deals with 
fiscal policy). 

While many economists, including the writer, 
consider that a flexible monetary-fiscal policy is 
the principal hope of the enterprise system in 
the longer-run future, Groves still sticks to a 
statement made in his earlier book: ‘An econo- 
my run by its tax system would indeed be the 
tail wagging the dog!” (p. 14). While many 
economists consider that the main functions of 
taxes today should be primarily nonfiscal, such 
as promoting high employment and reducing 
inequality, Groves still finds himself saying: 
“The prime objective of any tax is the collection 
of revenue” (p. 218), and he concerns himself 
often about the “problem of protecting the 
revenue.” 

Within the relatively narrow framework 
which he has established, Groves examines most 
of the relevant problems of the postwar tax 
structure itself carefully. As in his earlier book, 
he is much interested in the possibility of inte- 
grating corporate and personal income taxes in 
order to “untax” business as much as possible; 
but this volume contains a much more detailed 
statement about the personal income tax which, 
along with most other fiscal students, Groves 
believes should be the foundation of the tax 
system (chaps. vii and viii). He visualizes (1) a 
personal income tax with a broad base of around 
40 per cent of the national income, including 
realized capital gains and losses in the base 
without rate differentiation (the maximum rate 
on gains is now 25 per cent and deduction of 
realized losses is limited); (2) a substantial 
standard rate (it is now 20 per cent, and Groves 
would not reduce it below 18 per cent); (3) sub- 
stantial graduation (18-75 per cent, as com- 
pared with 20-88 per cent at present); (4) op- 
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portunity for the averaging of fluctuating in- 
comes to equate tax liabilities among individu- 
als over time; (5) elimination of loopholes, es- 
pecially tax-exempt securities; and (6) much 
stronger administration. Groves would include 
’ capital gains and losses from assets transferred 
at death in the “final” income for taxation of a 
decedent. 

At a national income of $140 billion (consid- 
erably below 1946 levels), the proposed personal 
income tax would raise $12 billion of a project- 
ed total of $18 billion in federal taxes and would 
not touch a third of income recipients. As 
Groves has pointed out (pp. 168-69): “A tax 
system that protects from taxes one-third of 
American income recipients and between one- 
half and two-thirds of the income of all recipi- 
ents cannot be said to err on the side of harsh- 
ness or to sap unduly the purchasing power of 
the low-income groups.” 

As in Production, Jobs, and Taxes, Groves is 
much concerned with the possibility of integrat- 
ing the corporate and personal income taxes into 
one levy (chaps. ii and iii). He examines and dis- 
cards all the major prevailing theories of busi- 
ness taxation. He believes that the repressive 
effects of the existing tax system on new invest- 
ment are due to two main factors: (1) the use of 
a corporate income tax, together with the full 
personal tax on dividends, puts a special penalty 
on risk-taking, by taxing the profits element in 
income twice; (2) corporate managements are 
often motivated more by the amount of earn- 
ings they produce for their companies than by 
how much the stockholders receive, or enjoy, net 
of personal tax. This reasoning, with which the 
writer cannot disagree, leads Groves to favor 
tax integration. 

In analyzing plans for tax integration, 
Groves runs into the knotty problem of undis- 
tributed profits. For most corporations, though 
not for new and small companies, his proposal is 
an adaptation of the British experience and 
would confine the corporation tax to a withhold- 
ing levy, together with an advance payment on 
income retained by the corporation for reinvest- 
ment. On tax withheld for earnings distributed, 
the individual would add back the tax paid, 
then take a credit for his personal tax. For small 
stockholders with small incomes the result might 
be a claim to a refund, though there might well 
be additional surtax liability for stockholders 
with larger incomes. 

For the tax on undistributed earnings the 
individual would take up the credit if and when 


the earnings were distributed. Since a realized 
capital gain (resulting from reinvestment) might 
be achieved later at the option of the stockhold- 
er, Groves would subject this realized gain (or 
include the realized loss) to full personal income 
tax rates. This represents a change from his 
proposal in Production, Jobs, and Taxes. The 
rate of the corporate levy would be the lowest 
bracket rate (the standard rate) of the personal 
income tax—now 20 per cent. Groves recognizes 
that this proposal does not equate perfectly the 
tax on distributed and undistributed profits, but 
he considers the suggestion the best possible one 
which can be worked out. It is interesting that, 
under specified conditions (p. 71), Groves is 
willing to accept a low-rate business tax (around 
5 per cent) on net income or a small franchise 
tax. 

In other valuable sections of the book Groves 
analyzes carefully the existing “loopholes” in 
the death and gift tax structure and makes sug- 
gestions for their removal. In general, he has 
the conviction (shared by the writer) that death 
taxation can be strengthened relative to per- 
sonal income taxation with smaller adverse 
effects on incentives (chap. ix). He also urges the 
elimination of federal excise (consumption) 
taxes, except those on tobacco and liquor, for 
retaining which his economic arguments are in- 
adequate. He is considerably impressed with 
the possibilities of increased use of carry-overs 
and carry-backs as means of averaging income, 
and he considers that more latitude might be 
granted in the timing of deductions for deprecia- 
tion and obsolescence. 

There is an informative chapter (xii) on the 
role of state and local taxation and chapter xiii, 
the last, recognizes that fiscal policy will be im- 
portant in the postwar functioning of the 
economy. Many other pertinent subjects in 
taxation are ably treated. The fact that Groves 
assigns a much narrower role to fiscal policy 
than many others do has already been noted; it 
should not deter the fiscal student from explor- 
ing this significant treatment of postwar taxa- 
tion. 

Epwarp D. ALLEN 
Towa State College 


Financial Reports of American Commercial 
Banks. By Rev. Brian A. Kirn. (Ph.D. Dis- 
sertation, Catholic University of America.) 
(“Catholic University of America Studies in 
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Economics,”’ Vol. XIV.) Washington, D.C.: 
Catholic University of America Press, 1945. 
Pp. xv+366. 

This study, a Ph.D. dissertation in econom- 
ics, is divided into two parts. Part I is a detailed 
historical survey of the financial reports re- 
quired from banks by the various public super- 
visory authorities in the United States. Part IT 
deals with the purpose and content of the annual 
reports made by banks for the information of 
their stockholders and depositors. A major por- 
tion of this part of the study is devoted to an 
analysis of a sample of annual reports for 1941 
collected by the author from among the 200 
largest banks. 

The first three chapters cover the evolution 
of bank reports required by public authorities 
from the first appearance of commercial bank- 
ing in the United States to July, 1943, when the 
study was completed. This section should prove 
of particular value to anyone using nineteenth- 
century banking statistics, and it probably rep- 
resents the author’s most important contribu- 
tion. 

The author concludes that the reports pre- 
scribed by bank supervisory agencies do not 
serve satisfactorily any of the uses to which they 
might be put. “Examinations have replaced re- 
ports for supervisory purposes; the form of the 
reports and the relatively long and irregular in- 
tervals at which they are received make them 
unsuitable for present statistical needs; they are 
not sufficiently informative to enable the public 
to form a correct idea of the condition of a bank; 
and finally they are of little use to the banks 
themselves” (p. 177). The problem is stated, but 
no solution is offered. It would have been of in- 
terest, and not beyond the scope of the study, 
had the author suggested how the required re- 
porting of the banks could be altered to provide 
adequate statistical data, the function now con- 
sidered to be the most important. 

The analysis of the statements of condition 
and of income and expenses as found in the 
sample of 78 annual reports collected by the 
authoris not too closely related to the discussion 
of the purpose and content of such reports. 
Too much attention is given to the variations in 
the titles and classifications of the items, and 
there is not enough discussion of the extent to 
which the reports examined give the interested 
public an adequate picture of the operations of 
each bank. 

Some of the author’s conclusions about the 
form of the statements of condition and of in- 


come and expenses are open to question. For in- 
stance, the author believes that profit and loss 
from sales of securities may be considered regu- 
lar items of the net earnings section of the in- 
come statement, since transactions in securities 
form regular parts of the banking function (p. 
256). Most supervisory authorities do not look 
with favor upon trading in securities by banks. 
Securities are supposed to be purchased as in- 
vestments and disposed of only when there is 
doubt as to their credit quality or when the 
bank needs funds to meet demands upon it. 
The limited scope of this study is its primary 
shortcoming. However, the author appears to 
have been thorough in his review of the litera- 
ture, and the monograph provides a most con- 
venient reference. The author’s conclusions re- 
garding the limitations and defects of existing 
financial reporting by banks serve both as a 
starting-point and as a stimulus for the task of 
revising the methods and form of the reports so 
that they will meet current needs. Few will dis- 
agree with the author’s general conclusion that 
banks should be more willing to make published 
annual reports and that every effort should be 
made to present the information in sufficient 
detail and in a form readily understood by their 

stockholders and depositors. 
TYNAN SMITH 


Washington, D.C. 


The Income Tax in Delaware. By REBECCA JEAN 
BROWNLEE. Philadelphia: Library, Univer- 
sity of Pennsylvania, 1944. Pp. vi+123. 
Privately printed. 

Because the state of Delaware has had an 
individual income tax since 1917, this carefully 
prepared history and appraisal of the tax must 
be recognized as a contribution of importance to 
basic studies of state taxation. 

According to the author, this income tax 
initially was a revenue measure framed to get’ 
directly at the World War I profits of wealthy 
residents of Wilmington and New Castle 
County. With rising governmental costs the 
agricultural southern part of the state felt it 
was about time that intangibles assumed a 
greater share of the tax base. 

But it was probably the allocation of the 
bulk of receipts from the income tax to the pub- 
lic schools that, in an unforeseen way, not only 
maintained the life of this relatively new tax 
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(in 1917 only five other states were taxing indi- 
vidual incomes) but also insured its vigorous 
growth. By 1919 a group of Delawareans had 
decided to do something about their state’s 
humiliating position in educational facilities and 
literacy. The result was the formation of the 
Service Citizens and the Delaware School 
Foundation which pressed the issue of getting 
more money from the individual income tax for 
the educational system. These citizens, led by 
Mr. Pierre du Pont, were successful in part; 
however “‘through direct grants and the work of 
the .. . . Foundation, private aid was responsi- 
ble for more than one-quarter of the total costs 
of public school construction over a twenty-year 
period.” 

Du Pont also assumed the duties of state 
tax commissioner in 1925 at a time when an 
economy urge and intrastate political quarrels 
threatened to nullify an effective administra- 
tion of the income tax. According to Miss 
Brownlee, Du Pont “started to revolutionize 
the collection of taxes,”’ and by the time he left 
office he had established a tradition of efficient 
and faithful service. 

Although the role of Du Pont was rather 
unique, there were other aspects of Delaware’s 
tax situation of significance to other states. 
First in importance was the multiple-fund sys- 
tem of Delaware finances under which revenue 
from the personal-income tax was channeled 
primarily into the public school system. This 
direct association of a tax with a worthy end-use 
is a technique of considerable value for a tax 
new in a State fiscal system, to say nothing of a 
tax not too well established in public finances 
generally. Furthermore, once basic tax sources 
are firmly established in administrative proce- 
dure and public confidence, the tying of taxes to 
specific funds can well give way to the establish- 
ment of a single (general) fund, as was done in 
Delaware in 1941. 

Another aspect of personal-income taxation 
which received Miss Brownlee’s attention 
(though disapproval) was the use from 1921 to 
1927 of a filing fee of three dollars required of 
every person with an income over a few hundred 
dollars. Revenue from this source averaged 
$250,000, but apparently equally important 
were the desires of tax officials to widen the 
area of tax consciousness in the state, to provide 
a comprehensive list of potential income-tax 
payers, and to force most Delaware residents to 
contribute at least a small sum to the educa- 
tion of their children. 


The last of the Delaware personal-income 
taxes discussed in this monograph was the New 
Castle County low-exemption tax of 1934 and 
1935 which was passed to provide money for 
relief purposes. Rates were graduated from 1 to 
3 per cent, the same as the state income tax, 
but exemption for married persons was only 
$1,000, for a dependent $100, and no deduction 
was permitted for single persons. As might be 
expected, the county received more from its tax 
in 1935 ($957,880) than did the state from its 
income tax at the same rates, the $1,000- 
$3,000 income groups proving particularly im- 
portant sources of revenue. 

The author’s decision to restrict the em- 
phasis of her research to a single major tax in 
one state appears wise, even though such a 
limitation throws upon the reader the burden of 
synthesis with other Delaware taxes (briefly 
mentioned) and with the fiscal systems of other 
states. With a publication date of 1944, it might 
be expected that there would be some mention 
of war finances, but there was no discussion of 
this subject. At times there is the impression 
that Miss Brownlee worked without the full 
benefit of advice normally given graduate stu- 
dents; however, the coverage and interpretation 
of the material make this monograph of distinct 
value in any study of state finances. 


V. J. Wyckorr 
College Park, Maryland 


Mortgage Foreclosures and Property Management 
by Life Insurance Companies. By Rosert I. 
Menur. (Ph.D. Dissertation, University of 
Pennsylvania.) Philadelphia, Pa.: Univer- 
sity of Pennsylvania, 1944. Pp. v+124. 
This is largely a descriptive account of real 

estate acquired by life insurance companies as 

the result of the financial depression between 

1929 and 1938. The data analyzed are chiefly 

from the extensive reports of the Temporary 

National Economic Committee, particularly 

Part 10-A, “Operating Results and Investments 

of the Twenty-six Largest Legal Reserve Life 

Insurance Companies Domiciled in the United 

States, 1929-1938.” 

Actually, the analysis based on the T.N.E.C. 
data is not so significant, at least to the re- 
viewer, as the interviews with the life insurance 
loan officials which the author describes in the 











84 





last half of the study. The three chapters deal- 
ing with rehabilitation, management, and dis- 
posal of acquired properties (chaps. v, vi, and 
vii) are especially valuable because they explain 
policies and methods about which little has been 
published. 

The first four chapters dealing with the ex- 
tent, causes, and prevention of foreclosure do 
not come up to the standard set in the re- 
mainder of the study. Part of this may be caused 
by the author’s apparent lack of familiarity with 
the foreclosure situation in the farm areas. 
Strangely enough, the author gives more space 
and attention to foreclosures and real estate 
management in the farm areas than in the urban 
areas, despite the larger dollar volume of loans 
and real estate in the urban field. 

Indicative of the author’s lack of familiarity 
with the problem is the statement on page 35 
that the life insurance companies were forced to 
foreclose their first mortgages when second- 
mortgage holders foreclosed. This was not neces- 
sary, however, if the second-mortgage holder 
protected his equity by keeping up the pay- 
ments on the first mortgage. In fact, it was when 
the second-mortgage holder did not foreclose 
and when neither the owner nor the second- 
mortgage holder made any effort to pay interest 
and taxes that the life insurance company hold- 
ing the first mortgage was forced to foreclose. 
On page 46 the impression given is that life in- 
surance companies made chattel-mortgage loans 
on livestock, equipment, and the like to protect 
their mortgage loans. It was common for the 
companies to take chattel mortgages covering 
crops especially, but little attempt was made to 
enter into the short-term loan business of ad- 
vancing funds for the purchase of livestock and 
equipment. 

The section on moratoriums is incomplete. 
No mention, for example, is made of the famous 
Minnesota Moratorium Act, the constitutional- 
ity of which was upheld by the United States 
Supreme Court in 1934. The author should have 
referred his readers to the excellent treatment of 
the subject in Government and the Mortgage 
Debtor (1929-1939), by Robert H. Skilton, a dis- 
sertation also published by the University of 
Pennsylvania in 1944. 

It is to be hoped that there will be more 
studies of this type, with more time made avail- 
able to the authors to familiarize themselves 
with their subject. The experience of the last 
twenty-five years now available in such sources 
as the T.N.E.C. reports, the files of the insur- 
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ance companies, and the minds of their top loan 
executives provides a rich field for studies by 
Ph.D. students. 

Wituiam G. Murray 
Iowa State College 


Suggested Charter for an International Trade Or- 
ganization of the United States. By the UNITED 
StaTEs DEPARTMENT OF STATE. (Pub. 2598, 
“‘Commercial Policy Series,”” No. 93.) Wash- 
ington, D.C., 1946. Pp. vii+47. 


This charter is the outcome of the most 
patient and persistent search ever made for a 
satisfactory basis for international trade. It is a 
proposal on the part of the American govern- 
ment of terms for an international agreement 
designed to revive a liberated and competitive- 
trading world. It is a most valiant attempt to 
formulate a substantial foundation of principle 
for the conduct of governments in all economic 
matters that directly affect international trade. 

The present text is a substantially revised 
and improved version of an earlier one circu- 
lated by the American government. Its greater 
scope and flexibility prove the usefulness of sub- 
sequent exchange of views with the technicians 
of many other governments. The resultant 
document has many articles. Vanished is the 
simplicity of early trade treaties. This was un- 
avoidable, for the forms of trade restriction and 
control have become highly diverse and any ef- 
fective bargain between nations must reckon 
with them all. It was also essential to take ac- 
count of enormous differences in social and po- 
litical systems, present conditions, and future 
needs. The task may be likened to that of 
finding an acceptable common diet for all the 
animals in a great zoo—one that the dove, the 
snake, the eagle, the lion, and the bear alike 
will digest. The authors have shown great tech- 
nical skill and inventiveness in trying to pro- 
duce a document that masters comparable 
difficulties in a measure that compels admiring 
support. 

The provisions of the charter are so numer- 
ous and complex that it is impossible in this 
brief notice even to summarize them adequately. 
The substance of some of the main proposals 
is: (1) that governments shall obligate them- 
selves to negotiate reductions in import and ex- 
port tariffs and faithfully to observe the uncon- 
ditional most-favored-nation rule; (2) that they 
shall gradually eliminate quantitative restric- 
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tions and apply those retained without dis- 
crimination; (3) that they shall eliminate ex- 
change controls in accordance with the methods 
and schedules in the agreement constituting the 
International Monetary Fund; (4) that they 
shall use subsidies and similar devices that af- 
fect imports or exports only sparingly and with 
due regard for each other’s interests; (5) that 
state trading systems, boards, and monopolies 
shall conduct their operations in accordance 
with rules that would permit trade to be deter- 
mined by international competition—in sub- 
stantially the same way and measure as under a 
private trading system; (6) that restrictive pri- 
vate international business arrangements shall 
be banished; (7) that governments shall negoti- 
ate restrictive commodity arrangements only 
when the necessity is evident and only along 
lines specified and approved. 

To see that the governments accepting this 
charter diligently observe its provisions would 
be among the duties of the proposed Interna- 
tional Trade Organization. Insight and in- 
genuity have been shown in planning for this 
new institution. Its creation would represent a 
minimum recognition of the fact that the con- 
duct of each country in the trade field must be 
subject to international discussion, review, and 
guidance. 

The proposals fill a most urgent need and 
have great merit. But certain of their features 
leave a serious sense of doubt. First, these pro- 
posals would require too rigid an observance of 
the technical rules of “equality” in international 
trade, as conceived by the experts engaged in 
the Trade Agreements program. They do not 
show sufficient recognition of the fact that some 
countries (particularly small ones) may not be 
able to achieve a satisfactory economic condi- 
tion without special arrangements with other 
countries, thereby obtaining capital and assured 
markets not otherwise available. Second, greater 
flexibility is also made advisable by the fact that 
the United States in particular has not yet 
proved that it can maintain stable economic 
conditions and provide ample and stable mar- 
kets for foreign products. Other countries will 
wish to retain a greater measure of right than 
the charter grants to enter into arrangements 
that provide a stable element in their trade posi- 
tion—even though these impinge on equality of 
opportunity, as conceived in this text. Such 
countries will not always and in all respects be 
governed (nor should they be required to be) by 
refined calculations of theoretical international 


competition. The proposed charter shows too 
little recognition of the unevenness of interna- 
tional competition and the possible usefulness 
of stabilizing devices. Third, the provisions 
concerning the conduct of state trading may be 
somewhat unreal in their precision. 

There is some danger that these features of 
the proposals will cause them to be rejected by 
countries which are determined to plan the na- 
ture and rhythm of their economic life. If so, 
the final outcome of this effort would be to 
create two (or more) sharply divided and com- 
bative trading blocs, corresponding roughly to 
the political divisions that menace the world. 
This danger is the greater because of the pro- 
visions of the charter concerning the relations 
between members of the international trade- 
organization and nonmembers. Members would 
be obligated not to enter into agreements with 
nonmembers under which the latter would be 
contractually entitled to any of the benefits un- 
der the charter; nor could members extend to 
them, except with the concurrence of the In- 
ternational Trade Organization, reductions in 
their tariffs. They would also be curbed in their 
freedom to enter into economic agreements with 
nonmembers, although, on this point, the mean- 
ing of the technical language employed is 
vague. 

One final comment: The acceptance of the 
charter, in its present or evolving form, would 
improve the chances of reviving international 
trade. But it is important not to mistake in- 
dorsement of general principles for effective ac- 
tion, as did the United States and many other 
countries in the political sphere before the war. 
Subscription to this charter will turn out to 
have little real significance unless the signatory 
nations prove able to maintain a stable, high 
level of productive activity and are willing to 
accept the goods and services that other coun- 
tries wish to send them. The ultimate test will 
be in the deed, not in the resolve to perform it. 


HERBERT FEIS 
Washington, D.C. 


Economic Demography of Eastern and Southern 
Europe. By WILBERT E. Moore. Geneva: 
League of Nations, 1945. Pp. 299. $3.00. 

In this companion piece to The Future Popu- 
lation of Europe and the Soviet Union, the Office 
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of Population Research presents a study of the 
demographic position and prospects of eastern 
and southeastern Europe, the agricultural base 
of that area’s economy, and the prospects of 
changes in the pre-war balance of population 
and resources. The area selected for study is one 
in which, despite reductions in net reproduction 
rates during the interwar period, the population 
continued to expand rapidly and appeared like- 
ly to continue to do so, while western Europe 
was headed toward demographic stability or de- 
cline. The major economic problem of that area, 
with its high degree of dependence on a relative- 
ly simple agriculture, was the development of an 
adequate volume of production. 

The first essential to an empirical evaluation 
of the magnitude and extent of the poverty of 
eastern and southern Europe is the development 
of a measure of agricultural production which is 
comparable for the several countries, despite the 
wide variety of crops produced and the uses to 
which they are put. In the index of physical 
production used, the quantity of each commod- 
ity produced was given a standard weight that 
reflected the ‘““modal”’ European exchange ratio 
between the commodity and a standard crop 
basket. The value of agricultural production, in 
crop units per person dependent on agriculture, 
was then computed to provide an approximate 
indication of the relative incomes of the agricul- 
tural population in the several countries. De- 
spite the generally low level of agricultural pro- 
duction, there are wide variations in efficiency, 
as measured in the relation of agricultural 
production to agricultural land, expressed in 
arable equivalents. Estimates of “surplus” 
population were then computed by claiming as 
surplus all population above that necessary to 
produce the existing physical volume of produc- 
tion at assumed levels of efficiency. The as- 
sumed levels were derived from actual experi- 
ence elsewhere in Europe. 

One of the most valuable sections of the book 
is the discussion of the institutional organiza- 
tion of agriculture in eastern and southern 
Europe and the structural impediments to im- 
proved efficiency and increased production: the 
small size of holdings, frequently scattered in 
tiny plots and subdivided through inheritance; 
the difficulties of self-capitalization; and, in 
some cases, tenancy arrangements that drain 
off part of the cultivator’s small return and 
limit the initiative and ability of the tenant to 
improve his methods. The position of the land- 
less farm worker is especially acute in those 
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areas where the family farm is the usual form of 
agricultural organization, for there he lacks even 
the measure of security which dependence on an 
estate affords. The low capitalization of agricul- 
ture, especially of capital goods other than land 
and buildings, and the low level of agricultural 
techniques are described. 

Moore asserts that the institutional structure 
of eastern European agriculture has undergone 
more rapid change than has the technology of 
production, the objective of most of the insti- 
tutional changes having been more nearly equal 
distribution of the means of production rather 
than an over-all increase in production. He does 
not present the results of studies of the effect of 
those reforms on production. He describes some 
of the limitations to the solutions which were 
generally offered during the interwar period, 
such as increasing agricultural production, re- 
duction of the population through emigration or 
through reduction of levels of fertility, and in- 
dustrialization, with the major social changes 
which that involves. 

The rapid rate of political, economic, social, 
and demographic change during the past year 
has drastically altered the situation in some of 
the areas of eastern Europe. Moore fails to in- 
clude any discussion of the techniques used in 
the U.S.S.R. to meet problems similar to those 
which he describes, and he gives no basis for 
evaluating their application to the basic prob- 
lems in those areas. Since the book was com- 
pleted in mid—1945, he could not take into ac- 
count the fact that, in parts of the area, there 
has already been such a reduction in the num- 
bers of people that labor shortages exist. None- 
theless, the book stands as a useful description 
of a situation which was developing during the 
interwar period, the elements of which are still 
present in a large part of Europe and which will 
require the attention of those who would deal 
with political, economic, and social prob- 
lems. 

Nearly half the volume is given to appen- 
dixes, including extensive bibliographies, and to 
a detailed discussion of the methods of con- 
structing the index of agricultural production 
and the limitations of such an index. 


CONRAD TAEUBER 


U.S. Department of Agriculture 
Washington, D.C. 
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International Cartels. By Ervin HEXNER. (With 
the collaboration of ADELAIDE WALTERS.) 
Chapel Hill> University of North Carolina 
Press, 1945. Pp. xiv+555. $6.00. 
Professor Hexner has written what appears 

to be intended as a definitive handbook on in- 

ternational cartels. It is divided into two parts. 

The first deals with general considerations of 

the problems and policies of cartels and their 

relation to government action. The second, and 
larger, part is devoted to case studies of inter- 

national private and official control schemes of a 

long list of commodities. The book contains, in 

the Appendix, a series of interesting documents, 
tables, and graphs and has an extensive and de- 
tailed Index. The case studies are useful chiefly 
as frames of reference for further and more de- 
tailed research in the particular commodities 
treated. Most of them are well documented and 
contain careful outlines of past experiences 
with international private or governmental 
control of raw materials and finished products. 

The first section of the book, covering the 
first 178 pages, is concerned with general con- 
sideration of the various aspects of cartels. It 
is of special interest to the student of inter- 
nationa’ trade in general and of cartels in par- 
ticular. .nis section is treated predominantly 
from an institutional and descriptive point of 
view and very little attention is given to the 
general theoretical aspects of cartelization and 
market imperfections in international trade. 
The most satisfactory portions of this section 
are chapter viii, dealing with the political prob- 
lems of cartels, and those primarily descriptive 
parts of chapters iv and v on the structure and 
policies of international cartels. 

One of the merits of the book is that the 
whole of chapter ii is devoted to a discussion of 
the cartel concept. Hexner’s definition of a 
cartel is ‘a voluntary, potentially impermanent 
business relationship among a number of inde- 
pendent private entrepreneurs, which through 
co-ordinated marketing significantly affects the 
market of a commodity or service” (p. 24). 
Such a definition is not very useful. First, 
it would require that the meaning of ‘“‘co- 
ordinated marketing” be extended to include 
practices primarily concerned with the type, 
magnitude, and cost of production, with ex- 
change of patents ai: other information, and 
similar activities. Second, it leaves out any sig- 
nificant economic characteristics of cartels and 
would permit organizations of the most diverse 
character, and with diametrically opposed 


economic effects, to be classified and treated as 
cartels. There seems to be general agreement 
among the students of cartels that theoretically 
the economic characteristic of a cartel is to 
limit the operation of free competition in some 
form. True, Hexner’s book deals primarily with 
those cartels which exercise some form of “‘re- 
strictionalism,” but if he regards this as a 
characteristic of cartels it should be stated in 
the definition. 

Hexner’s own use of the term “cartel” is not 
always quite consistent in yet another sense. 
Although his definition excludes “marketing 
agreements of public agencies”’ in the domestic 
or international sphere, he refers to the Inter- 
national Rubber Regulations Committee as a 
“cartel” (n. 6, p. 45) and on page 7& he de- 
scribes the control schemes in tin, rubber, tea, 
and sugar as “large international cartels in raw 
materials.” This confusion of private and official 
marketing controls seems to be caused by the 
fact that, although Hexner devotes his whole 
chapter vi to “Intergovernmental Commodity 
Agreements and Buffer Stocks,” he nowhere 
examines the proper sphere and function of 
governmental commodity agreements as com- 
pared with private cartels. On page 112 (n. 1) 
he quotes, apparently with approval, the 
London Economist as stating that “unlike the 
wheat, sugar, rubber, and tin control agree- 
ments, the tea scheme has never been a govern- 
ment scheme,” because it was almost exclusive- 
ly controlled by the large tea planters. Although 
formally an official marketing agreement, the 
tea cantrol scheme was really a private cartel. 
Such a case presents difficulties because of its 
hybrid character, and Hexner is rather unsuc- 
cessful in dealing with such cases. The problem 
of distinguishing between private international 
cartels and government commodity controls is 
admittedly difficult because the economic ef- 
fects of the two types of control are sometimes 
indistinguishable. And yet the practical poli- 
cies which might be advocated to remedy the 
situation in the two cases vary greatly because, 
as Hexner correctly states, in the case of govern- 
ment controls questions of sovereignty enter. 
Hence it would have been imperative to state 
the normative conditions under which inter- 
governmental control schemes are admissible 
and then treat the other control agencies as 
cartels. The use of a model such as that pro- 
vided by the Draft of the International Wheat 
Agreement of July, 1942, would have been 
eminently helpful. 
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Another defect of the book is its failure to 
deal straightforwardly with problems involving 
theoretical economic analysis. Thus on page 43, 
note 1, a statement is made which would imply 
a market demand curve of infinite elasticity. On 
page 52 Hexner states that “there may be 
cases in which self-restriction is necessary in 
order to increase the volume of world trade in 
the long run, to co-ordinate the use of natural 
resources, to stabilize employment through the 
business cycle.”’ These statements are, to say 
the least, highly controversial and would need 
ample justification and explanation. But they 
stand just as plain assertions. Similar bold and 
unqualified assertions, which could be disputed, 
can be found in the summarizing remarks (pp. 
170f.). In one place, the statement is found 
that the “meaning of the expression ‘competi- 
tive market’ differs from commodity to com- 
modity and from one market situation to anoth- 
er.” Such a statement is a misuse of the term 
“competitive market” and evidence of the 
author’s confusion of the forms of market im- 
perfections arising under cartel control. 

Hexner’s remarks on price policies of cartels 
are well taken, especially his criticism of the 
lack of useful data on world prices of many im- 
portant commodities. This is a problem which 
has often been overlooked by students in the 
field. Hexner also shows that price fluctuations 
may be exaggerated because of currency de- 
preciation. It is questionable, however, whether 
the use of gold prices throughout is an adequate 
method of measuring price fluctuations. It 
would seem that the use of a deflator computed 
by means of uncontrolled prices might be 
preferable. Since the prices quoted by Hexner 
are all annual averages, an investigation into the 
methods of weighting these averages might 
have produced interesting results. 

Hexner’s treatment of investment policies of 
international cartels covers less than two pages 
and is therefore insufficient. The importance of 
the problem of investment, especially for 
smaller countries, must not be underestimated, 
as has been shown recently in the Canadian 
Cartel Report. Apart from these defects, 
which are more prominent because of the 
learned and careful character of the work, the 
book well fulfils its purpose as a work of 


Canada and International Cartels, Report of 
Commissioner, Combines Investigation Act, Ottawa, 


1945, PP. 41-44. 
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reference and a general survey and analysis of 
the more recent literature in the field of inter- 
national cartels. 


Bert F. Hose.irz 


University of Chicago 


The Stake of the Cotton South in International 
Trade. By JoHN V. VAN SICKLE. The Dairy 
Farmer and World Trade. By O. B. JESNEss. 
(“Carnegie Endowment for International 
Peace, Division of Economics and History, 
Agricultural Series,”’ Nos. 2 and 3.) Berkeley 
and Los Angeles: University of California 
Press, 1945. Pp. 29 and 20, respectively. 


In an Editor’s Preface to the “Agricultural 
Series,” J. B. Condliffe says that these pam- 
phlets are for the purpose of providing “a brief, 
non-technical explanation” of the ways in which 
tariffs affect American farmers “and their in- 
dustries” in order to be helpful to farmers and 
others in deciding what kind of a tariff and for- 
eign-trade program they want to support. 

But the editor has not obtained truly non- 
technical material. Moreover, he makes almost 
no use of modern methods of presentation de- 
signed to reach “farmers and others.” The text 
is solid and heavy, with no charts or other illus- 
trations except for a few rather complicated 
tables. 


The thesis of the pamphlets, largely accepted 
in theory and ignored in practice, is that the in- 
terest of farmers lies in lower United States 
tariffs. Jesness tackles the traditionally protec- 
tionist views of dairy farmers in a workmanlike 
and persuasive way. Van Sickle treats price sup- 
ports on cotton and most of the other economic 
problems of the South in a disorganized and 
confusing fashion that makes it difficult to sepa- 
rate his quite interesting thesis from the tangle 
of incidental allegations and implications. 


Jesness’ points are familiar. He indicates 
that foreign trade in dairy products has been 
relatively small; imports of butter were never 
more than 3 or 4 days’ supply per year, even 
during the droughts; canned milk exports offset 
cheese imports. Hence, gains from protection 
have been overstated, but losses have not been 
sufficiently realized. The war gave dairy farmers 
a temporary foreign market, some of which 
might be retained with freer trade and relative 
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efficiency of production. Exports of other farm- 
ers’ products keep them from turning to dairy- 
ing; exports of industrial products maintain con- 
sumer incomes, which determine the dairy farm- 
ers’ domestic market. We must accept imports 
to maintain exports. Dumping will not work, 
although there might be a two-price system for 
international co-operation to meet the needs of 
underprivileged peoples. Protection lowers the 
standard of living. Freer trade is a force for 
peace. 

Jesness’ rebuttal of the cheap-foreign-labor 
argument is especially clear. Protection is a tax 
on the consumer to pay the producer; this does 
not raise living standards. Protection subsidizes 
ineficient producers, tying up resources that 
could be used more efficiently by others; this 
lowers standards. Competition from cheap labor 
in one part of our country does not lower stand- 
ards in another part. Why should it do so be- 
tween nations? One raises standards by improv- 
ing productivity, efficiency, and income dis- 
tribution—not by protection. 

Van Sickle’s thesis is more ambitious. He 
goes beyond saying that free trade is desirable. 
He says, or implies, that it is part of an attain- 
able solution to the problem of the South. Other 
parts of the solution are letting cotton prices 
find the level at which they will clear the mar- 
ket, maintaining stable foreign exchange rates, 
permitting wages in the South to stay at their 
free-market relationship to wages in the North, 
and helping individuals forced out of cotton 
through social security, a system of declining 
payments to cotton farmers for fertility-restor- 
ing and production-diversifying practices, voca- 
tional education, a strong federal employment 
service, and needed public works. This will ac- 
celerate the flow of capital to the South, cause 
the birth rate to fall, and bring the per capita 
income of the cotton farmer into line with that 
of other United States farmers. 

Van Sickle gets himself into some queer di- 
gressions and inconsistencies. He regrets that 
the Constitution prevents the South from put- 
ting protective tariffs on northern industrial prod- 
ucts, but he accepts the fact and says that they 
will have to reorganize their economy slowly 
through initiative instead. He says that the 
South’s defection from the free-trade faith in the 
face of government subsidies forces it to go along 
with other “blocs” in maintaining incomes 
through restriction; this will force it to go along 
with a devalued dollar if all the protected in- 
comes should add up to more than the economy 





can support—a rather long-run bogeyman at 
this point in international monetary affairs! 


R. B. SCHWENGER 


Office of Foreign Agricultural Relations 
U.S. Department of Agriculture 
Washington, D.C. 


Economic Stability in the Postwar World: The 
Conditions of Prosperity in the Postwar W orld. 
By the Leacvue or Nations. (“Report of the 
Delegation on Economic Depressions,” Part 
II.) Geneva: League of Nations, 1945. Pp. 
319. $2.50. 

In 1937 the Assembly of the League of Na- 
tions instructed the Economic and Financial 
Organization of the League to consider meas- 
ures that might be employed to prevent de- 
pressions. On the basis of this assignment the 
Delegation on Economic Depressions prepared 
a report in two parts. The first part was pub- 
lished in 1943 under the title The Transition 
from War to Peace Economy. The present vol- 
ume contains the second and final part of the 
report. 

This volume is the joint product of several 
economists, who, from 1938 to 1945, met on 
many occasions and collaborated in preparing 
the report. The result is a very competent piece 
of work. The report proves that experts are 
capable of reaching a considerable degree of con- 
sent on problems that, to the general public, 
appear to be highly controversial. 

However, a volume intended to be a common 
denominator in this sense must necessarily have 
certain limitations. The experts in question 
agree mainly on points which, if worded cau- 
tiously and with the appropriate qualifications, 
are widely accepted in professional circles. 
Therefore, it is not particularly astonishing that 
they should agree in these matters, and not 
many new vistas are opened in the pages ex- 
pressing this agreement. Yet their work will not 
have been done in vain if the agencies re- 
sponsible for policy-making will gradually be- 
come impressed by the fact that certain proposi- 
tions are considered valid by professional econo- 
mists, pretty much regardless of their “orien- 
tation.” 

The main part of the volume—that con- 
cerned with policies—starts with a brie! snaiysis 
of the constituents of gross rauonal expendi- 
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ture. Then the question is raised as to the meth- 
ods by which the various constituents may be 
influenced so as to accomplish a reasonable de- 
gree of stability at high levels of employment. 
So far as private consumption expenditure is 
concerned, the stabilizing effect of social insur- 
ance is stressed, and the problems of stable 
versus flexible wage rates and of income equali- 
zation are discussed. Furthermore, a cyclically 
flexible consumer credit policy is advocated. 
The next section of the book relates to the con- 
stituents of private investment and to the role 
of monetary and fiscal measures in the frame- 
work of a policy attempting to avoid an over-all 
deficiency of effective demand, on the one hand, 
and inflationary tendencies, on the other. Con- 
siderable emphasis is placed on the need for 
contra-cyclical monetary and fiscal policies and 
also on the desirability of contra-cyclical man- 
agement of public works programs. In the event 
of chronic depression, measures strengthening 
the inducement to invest and the extension of 
social security programs are preferred to an in- 
definite increase in public investment activity. 

The report fully recognizes the importance 
of co-ordinating the policies of different coun- 
tries. In fact, the analysis of the international 
aspects of the problems here discussed belongs 
among the distinctly valuable features of the 
book. It may be noted at this point that the re- 
port favors buffer-stock arrangements, although 
the delegation is aware of the fact that these 
arrangements might lead to highly undesirable 
results, if not handled appropriately. 


Another valuable feature is the clear recogni- 
tion of the differences between general and spe- 
cific (frictional) unemployment. The report 
rightly expresses the opinion that occupational 
and regional readjustments take place more 
smoothly in an economy not suffering from gen- 
eral demand-deficiency. At the same time, it is 
recognized that these readjustments cannot be 
accomplished simply by over-all monetary- 
fiscal policies but that they call for specific 
measures by which the mobility of resources is 
increased. It also is gratifying that more atten- 
tion is paid to the counterinflationary aspects of 
a reasonable compensatory policy than is the 
case in much of the literature pertaining to this 
problem. 

We were here concerned with what may be 
considered the main part of the volume (chaps. 
vii-xx). This part is preceded by an interesting 
discussion of the structural changes that have 
affected the nature of depressions and by a 
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brief analysis of the mechanism of cyclical fluc- 
tuations. The emphasis here is placed on the 
strategic role of investment. The main part of 
the volume is followed by a well-organized 
summary. 

WILLIAM FELLNER 
University of California 


Proposals for Expansion of World Trade and 
Employment. By Unitep States DEpart- 
MENT OF STATE. (Pub. 2411.) Washington, 
D.C., 1945. Pp. 28. 

The proposals contained in this pamphlet 
were developed by experts drawn from several 
agencies of the United States government, 
working under the general chairmanship of As- 
sistant Secretary of State William L. Clayton. 
They were published in the hope that they 
would form the basis for the position taken by 
the American representatives at a projected In- 
ternational Conference on Trade and Employ- 
ment, to be held under the sponsorship of the 
United Nations. More than half the pamphlet 
essays to outline in careful detail a constitution 
for a proposed International Trade Organiza- 
tion. This constitution not only deals with the 
administrative framework of the proposed or- 
ganization, but it also outlines the policies which 
the organization should foster. The remainder 
of the pamphlet relates to the broad problems of 
releasing international trade from (1) restric- 
tions imposed by governments; (2) restrictions 
imposed by private combines and cartels; (3) 
fear of disorder in the markets for certain pri- 
mary commodities; and (4) irregularity, and the 
fear of irregularity, in production and employ- 
ment. 

Economists will certainly agree that the 
United States at the present juncture is in a 
strategic position to exercise dominant leader- 
ship in reducing the barriers which have 
shackled international trade for decades and 
which became particularly onerous in the 
1930’s. By a halting and somewhat belated 
repentence from the excesses of Hawley- 
Smootism, the American State Department 
under the guidance of Cordell Hull and through 
the medium of the Reciprocal Trade Agree- 
ments program promoted the two cardinal bases 
of a saner international economic order: reduc- 
tion of trade barriers and promotion of the prin- 
ciple of equality of treatment with respect to all 
forms of trade controls. American leadership, 
together with the fact that industrial unem- 
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ployment and agricultural surpluses—the two 
prime deterrents to effective American action in 
the 1930’s—have been at least temporarily con- 
quered, should assist in taking these proposals 
out of the realm of abstract planning into the 
field of concrete action. 

The proposals call for American action 
through negotiations conducted under the 
Reciprocal Trade Agreements Act. Though this 
suggestion offers the obvious advantage of po- 
litical expediency and though an impressive 
record of tariff reductions prior to World War II 
was made under the act, the present reviewer is 
of the opinion that both the act and the spirit in 
which it was administered will need fundamen- 
tal changes to make trade-agreements effective 
tools of freer trade. The most damaging weak- 
ness inherent in the act is the limitation placed 
upon duty reductions. Although the 50 per cent 
limitation of the original law was modified in 
1945 to permit an additional 50 per cent reduc- 
tion of the duties then current, the fact remains 
that rates 75 per cent below the unconscionable 
Hawley-Smoot rates may still be prohibitive. 
The spirit in which the trade-agreements pro- 
gram was administered was one of regarding 
American tariff reductions as “concessions” 
rather than as benefits to the world economy. 
Assistant Secretary of State Henry F. Grady 
told a congressional committee that he did not 
know of a single American industry that had 
been harmed by tariff reductions.’ Certainly, in 
a period of full employment, inefficient indus- 
tries must be harmed if world trade is to be sig- 
nificantly increased. 

It should not be implied that the experts pre- 
paring this report have expressed naive faith in 
the ease with which the difficulties lying in the 
way of freer trade can be surmounted. If the 
proposals for tariff reduction call for soul- 
searching by the United States, the proposals 
for equality of treatment by state trading 
monopolies call for penitence on the part of the 
U.S.S.R., and the proposals for the elimination 
of tariff preferences call for a veritable revolu- 
tion in British policy. The experts have faced a 
most vexing problem with great courage and 
with considerable insight into the basic issues. 

CARL KREIDER 
Goshen College 

' Extension of Reciprocal Trade Agreements Act: 

Hearings before the Committee on Ways and Means, 


House of Representatives, on H. J. Res. 407 (76 Cong., 
3d sess.), I, 976. 


Essai sur l’évolution du commerce international: 
les théories—les faits. By B. V. DAMALAS. 
Preface by GAETAN Prrov. Paris: Presses 
Universitaires de France, 1940. Pp. xii+464. 
Fr. 60. 


One of the most onerous tasks of a book re- 
viewer is to appraise a book which has little or 
no intrinsic merit. The faults and errors may be 
so numerous that they call for lengthy refuta- 
tion, and yet the contents of the book may not 
make such a labor worth while. The present 
volume is a book in this category. It is wordy 
and repetitious (the principle of comparative 
costs is discussed four times with the aid of the 
same numerical examples and sometimes in 
identical language), and, with the exception of 
some one hundred and fifty pages and a few in- 
sights here and there, it is on a level which 
would hardly be adequate for a beginning grad- 
uate student in economics. The one hundred and 
fifty pages which, to some extent, show compe- 
tent craftsmanship are the first two parts, in 
which the classical doctrine of international 
trade and the protectionist theories of List, H. 
Carey, Patten, and Manoilescu are critically 
discussed. But even this section suffers from a 
lack of understanding of the subtler theoretical 
points of the theory of international trade, espe- 
cially in the form in which it has been developed 
by modern writers. 

The major part of the book is devoted to an 
attempt to show that the classical theory of in- 
ternational trade is deficient and that certain 
measures of protection are not only historically 
justifiable but theoretically sound. In doing this 
the author asserts that the classical theory of 
international trade was formulated as an apol- 
ogy for free trade because it suited England’s 
international position in the nineteenth century. 
Damalas thinks that this interpretation justifies 
his defending certain protectionist measures as 
“theoretically sound” in the case of France and 
other countries. Since the United States, Ger- 
many, and Britain have a comparative advan- 
tage in industrial production, and Canada, Ar- 
gentina, Australia, and a few other overseas 
countries a comparative advantage in agricul- 
ture (as compared with France), France and 
other smaller European countries would be un- 
able to trade if they did not adopt certain forms 
of protection. Not only is this analysis theoreti- 
cally unsound, it is contradictory to facts. 

But Damalas attacks protectionists also. He 
has sharp words to say about the “moderate 
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protectionism” of Cauwés and Brocard. He se- 
verely criticizes List’s theories of infant-indus- 
try protection. But he nowhere shows how his 
proposals differ from those of Brocard, and in 
the end he admits that under certain circum- 
stances infant-industry protection may be jus- 
tified. 

The major defect of the book is, however, not 
its lack of logic in many places but the author’s 
complete ignorance or disregard of economic 
theory. In several lengthy methodological pas- 
sages, Damalas has rather unkind words for the- 
ory and argues that the primary function of eco- 
nomic analysis is to explain the real world. He 
grants that the economic theory of the classics 
may have been applicable to the situation in the 
nineteenth century, but he finds it highly inade- 
quate for the present. Since, according to Dama- 
las, the modern theory of international trade is 
identical with that of Ricardo, it is absolutely 
useless for the explanation of the phenomena of 
a system which has ceased to expand and is sub- 
ject to recurrent crises of “overproduction.” It 
is here that Damalas commits his most serious 
blunders. He completely misunderstands mar- 
ginal utility analysis, he is unable to distinguish 
between the concepts of saving and hoarding, 
and his theory of the business cycle is one of gen- 


eral overproduction which he bases solely on the 
fact that Say’s law does not hold under all cir- 
cumstances. His refutation of the doctrine of 
comparative costs, as given by Taussig and 
Viner, consists in claiming that these authors, 
like Ricardo, compute cost simply in labor 
terms; in discussing the theory of international 
values, he completely omits the progress which 
has been made since the theory was first stated 
by Mill. Equally fallacious are his views on in- 
ternational investment. His theory of the bal- 
ance of payments is so tortuous and contradic- 
tory that this reviewer was unable to under- 
stand what point was labored. Just as bad is the 
author’s theory of cost of production, especially 
his treatment of fixed cost; and the reader will 
look in vain for any real understanding of mone- 
tary theory or of the distinctions between inter- 
national payments under a gold standard and 
under a system without gold. It is perhaps sig- 
nificant that Damalas is often very categorical 
in his refutation of the theories of ‘‘eminent 
economists,’”’ whose views he either completely 
misunderstands or wilfully ignores. 


Bert F. HoseE.itz 


University of Chicago 
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